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WORLD NEWS 


Turkey launches 
war of words over 
European Union 

f Turkey made an unprecedented 
attack on the European Union, 
saying its relations with Ankara 
were in “a sick period" and the 
Turkish public had lost all interest 
in joining the EU. Europe, Page 
2; Editorial Comment, Page 15 

Odra tests fareifpi fund managers 
China is considering handing 
over management of part of its 
$146.5bn foreign exchange 
reserves to international banks 
and fund managers. Trial sums 
have already been allocated to 
test the rates of return. Page 16 

Indo-Paklstan fink faces test 
South Asia's foreign ministers 
begin a two-day regional summit 
in Sri Lanka today, which will be 
cksseiy watched for signs of tan- 
gible progress in relations 
between nuclear rivals India and 
Pakistan. Asia, Page 7 

US poised to agree steal quotas 

The US House of Representa- 
tives was last night poised to 
ill pass legislation that would set 
m quotas for foreign companies 
selling steel to the US. World 
trade. Page 4 

N Korea deal eases missile fears 
The agreement by North Korea to 
allow the US to inspect a sus- 
pected nuclear weapons site has 
eased fears, but Washington 
must still deal with the North’s 
development of long-range mis- 
siles. Asia, Page 7; Editorial 
comment. Page 15 

IsraeB red^ous leader convicted 
Ary eh Deri, leader of Israel's 
powerful uftra-Orthodox Shas 
party, was convicted of fraud, 
breach of trust and bribe-taking. 
International, Page 6 

ECB warning on deficits 
The European Central Bank 
warned European governments 
they could be at risk of being 
fined for running excessive bud- 
get deficits. Europe, Page 3 

Pinochet set to leant his fate 
General Augusto Pinochet, for- 
mer Chilean dictator, will learn 
week whether he has been 
immunity from prosecu- 
tion for alleged crimes against 
humanity. International, 

Pages 

Bhutto awaits court verdict 
A Pakistan] anti-corruption court 
abruptly dosed the hearing in a 
case against Benazir Bhutto, the 
former prime minister, and said a 
verdict could be announced on 
Monday. Asia, Page 7 

Egypt weight exchange rate policy 
Egypt ' may adopt a more flexible 
approach towards exchange rate 
policy and foreign currency 
reserves. International, Page 6 

Who plan to help Brazil companies 
The World Bank's private-sector 
arm plans to create a fund to 
raise up to $4bn to provide 
finance for Brazilian companies 
facing heavy foreign debt repay- 
ments. International, Page 6 



.BUSINESS news 

Olivetti plans 13,000 
job cuts at Telecom 
Italia in bid strategy 

Olivetti chief executive Roberto 
Colaninno intends to cut 13,000 
jobs at Telecom Italia and shed 
the group's Latin American 
assets as part of a strategy to 
back his company's hostile bid 
for its larger Italian rival. Com- 
panies and Markets, Page 17; 
Let battle commence, Page 14 

Vohro of Sweden defended its 
decision to sell its car division to 
Ford for SKr50bn ($6bn) and 
vowed to use the proceeds in a 
capital investment and acquisi- 
tions programme. Companies 
and Markets, Page 17; 
Interview, Page 20 

KPH, the Netherlands' dominant 
telecoms operator, is to enter the 
UK market by next year in a 
direct challenge to BT. European 
companies. Page 20 

Donaldson, Lufkin & Jewetts, the 
US investment bank, announced 
plans to issue a new class of 
shares to track the performance 
of DLJ direct, its internet broker- 
age. Companies and Markets, 
Page 17; Lex, Page 16 

Intel, the world's largest 
chipmaker, agreed to stop dis- 
criminating against its customers 
in legal disputes over new tech- 
nology, as part of its antitrust 
settlement. US news, Page 8 

DTE of Greece and KPN of the 
Netherlands are expected to 
make a joint offer today for a 
majority stake in BTC, the Bul- 
garian telecoms utility in the flag- 
ship privatisation deal. Com- 
panies and Markets, Page 17 

Dndschs Bank is set to.ignore 
European law when it cuts thou- 
sands of jobs following its 
$10.1 bn takeover of Bankers 
Trust, the US investment bank. 

US companies, Page 18 

Barque Nationals do Paris, 

Sodete Generate and Paribas 
were warned by France’s stock 
market regulator about the publi- 
cation of sensitive information 
during their takeover battle. 
European companies. Page 20 

Global Crossing, an upstart 
international carrier, and Frontier, 
a US local and long-distance 
company, announced an $11 ^bn 
merger. US companies, Page 18 

DaJ-ichi Mutual will defy Japanese 
life insurance industry convention 
by breaking ranks and raising the 
premium on its insurance policies 
written after April 2. Asia-Pacific 
Companies, Page 22 

Skoda Auto, Czech subsidiary of 
Volkswagen, increased its net 
profit by 92 per cent last year. 
European companies. Page 20 
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Brussels and 
Bonn seek 
speedy end 
to EU crisis 


By Haig Simonfan In Bonn, Peter 

Norman fan Brussels, Robert Graham 
in Paris and James Blitz m Rome 

The German government and the 
European Commission yesterday 
pressed for a speedy resolution to 
the crisis in Brussels after this 
week's surprise resignation of the 
20-member commission. 

New commissioners could be 
appointed at a scheduled s ummi t 
of European Union heads of state 
and government next Wednesday 
in Berlin, but a German govern- 
ment official said it was conceiv- 
able there would have to be 
another summit 
Massimo D'Alema, Italy's 
prime minister, yesterday held 
an intense round of talks with 
other EU leaders to build support 
for his predecessor, Romano 
Prodi. as the next president of 
the European Commission. Other 
names being mooted to take over 
from Jacques Santer include 
Javier Solana, the Spanish Nato 
secretary-general, and Antonio 
Guterres, the Portuguese prime 
minister. 

The commission added to the 
pressure for rapid change by 
deciding to deal only with “cur- 
rent and urgent business” and 
take no fresh political initiatives. 

After its first meeting in a care- 
taker capacity, it urged member 
states' governments “to appoint a 
new commission without delay”. 
The executive body declared: 
*'We have resigned and have no 
desire or intention of remaining 
in office a moment longer than 
we have to." 

Germany, holder of the revolv- 
ing EU presidency, bas taken a 
leading role in resolving the cri- 
sis caused by criticism of the 
commission in an independent 
report of five experts published 
on Monday. Chancellor Gerhard 
Schrbder, touring EU capitals to 
build consensus on reform plans 


for the EU'5 finances, regional 
and farm policies ahead of the 
Berlin meeting, has also been 
canvassing EU leaders on ways 
of resolving the impasse. 

Yesterday's statement by the 
commission was seen as an 
attempt to counter charges that 
it was clinging on to power and 
pursuing a “business as usual 
approach. It was notably more 
contrite in tone than the bluster- 
ing performance of Mr Santer at 
a post-resignation press confer- 
ence on Tuesday. 

The commission pointed out 
that the EU treaty required it to 
remain in office until replaced. 
Although its powers are not 
limited in present circumstances, 
it decided to exercise them “in a 
restrictive mann er" it will deal 
with current and urgent business 
and comply with its institutional 
and legal obligations. 

Prance cautioned its Ell part- 
ners against a rushed decision on 
the future of the commission and 
its presidency. Paris would like 
to see commission appointments 
postponed until after the elec- 
tions to the European parliament 
in June. It believes the complex 
and extensive negotiations on the 
future of the EU budget - the 
so-called Agenda 2000 - stands a 
better cbance of success under 
the German presidency which 
ends in June. 

Mr Santer, sharply criticised in 
the European press after declar- 
ing that he was than “whiter 
than white", appeared to have 
extinguished any lingering 
chance of being reappointed to 
lead an interim commission to 
the end of this year. “One can 
rule that out," said Mr SchrOder 
in Vienna. 

Reports and analysis, Page 2 
Jobs at stake, Page 14 
Editorial Comment, Page 15 


DaimlerChrysler 
to produce car 
run on fuel-cells 


By John Griffiths in Washington 


DaimlerChrysler yesterday 
unveiled what it claimed to be 
the first “zero emissions” 
fuel-cell powered car suitable for 
production. 

It uses hydrogen to generate 
electricity to drive the vehicle, 
and produces mainly water 
vapour for its exhaust, 

The company said it was com- 
mitting S1.4bn to bring the 
vehicles - versions of the 
Mercedes-Benz A-Claas - into 
limited production in 2004- 

The “Necar (new electric car) 
4" is claimed to be capable of 
reaching 90m ph and travelling 
nearly 280 miles before refuelling, 
thus overcoming the problems of 
restricted performance and range 
that have bedevilled the indus- 
try’s attempts to develop viable 
battery-powered cars. 

"Fuel cells have the potential 
to be the most attractive alterna- 
tive propulsion system for the 
long term,” said JQrgen 
Schrempp, DaimlerChrysler co- 
chairman. “And now we have 
solved the most challenging tech- 
nical problems." 

A few years ago, the power 
plant would have taken up the 
entire insida space of a large van. 
The fuel cell in the A-class was 
designed with Ballard Power 
Systems of Vancouver, whose 
shares rose nearly 26 per cent to 
C$56. up C$11.55, by lunchtime in 


Toronto yesterday. It takes up a 
space equivalent to that of the 
petrol tank, although for produc- 
tion vehicles there are a few 
more components to be fitted in. 

Ferdinand Panik. head of the 
project, said: “We have proved 
that people can have a stylish, 
good -performing vehicle that still 
seats five passengers." 

The model unveiled in Wash- 
ington yesterday uses liquid 
hydrogen, but difficulties in stor- 
ing and distributing hydrogen in 
liquid form mean that versions 
using methanol - from which the 
fuel cell extracts hydrogen - are 
expected to be the choice for ini- 
tial production from 2004. 

Some industry estimates sug- 
gest that more than 30m fuel- 
celled vehicles could be an the 
roads by 2020. Robert Eaton, 
DaimlerChrysler co-chairman, 
refused to give any estimates. 
“We really don’t know. I've been 
involved in advanced vehicle pro- 
jects before and where volumes 
estimates are given they usually 
turn out to be wrong.” 

DaimlerChrysler acknowledges 
a big need to drive down the cost 
of the vehicles. At the present 
state of the project a production 
fuel-celled A-class would cost 
many times the price of its petrol 
or diesel equivalent. The first 
vehicles in production in 2004 
will not be competitive for pri- 
vate buyers but the gap will not 
be large, according to Mr Eaton. 
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International Olympic Committee president Juan Antonio Samaranch on the trig screen in Lausanne yesterday. He 
won a vote of confidence In his leadership but six members were expefied from the IOC. Report. Page 16 Reuters 


Worst of the recession is 
over says Japanese PM 


By Michiyo Sakamoto in Tokyo 

Japan's prime minis ter yesterday 
gave a strong indication that his 
government believes the econ- 
omy is over the worst of its most 
severe post-war recession. 

Speaking after the Diet had 
passed a budget for 1999 of 
Y81,900bn iS694bn) at record 
speed. Keizo Obuchi said the 
economy was bottoming out of 
its downward trend. The 
government would do its best to 
ensure economic recovery with 
modest additional measures. 

“The economy has stopped 
worsening recently and I am con- 
vinced that it will turn around 
and head for the better.’’ the 
prune minister added. 

Mr Obuchi indicated that mea- 
sures were being taken to ensure 
recovery as soon as possible and 
reiterated the government's 
recent more upbeat comments on 
the outlook for the economy. “I 
understand that people and cor- 
porations are becoming more 
optimistic." Mr Obuchi said. 

Kiichi Miyazawa. finance min- 
ister, also provided cheer by 


indicating that the Trust Fund 
Bureau would continue to buy 
Japanese government bonds, or 
JGBs, In ApriL Mr Mlyazawa's 
comments eased the pressure on 
bond yields. 

The budget covers the year to 
March 2000. during which the 
Japanese government is looking 
for 0.5 per cent growth in the 
economy. It includes nearly 
Y20,000bn in combined tax cuts 
and public works spending. 

The prime minister said public 
works spending would be concen- 
trated in the first half cf the year 
and that an expected increase In 
unusually low interest rates on 
housing loans would be kept to a 
minimum. Public funds to be 
made available to corporations 
suffering a severe credit crunch 
will also be increased from 
Y 20 , 000 b n. Mr Obuchi said. 

To finance its spending, the 
Japanese government will issue a 
record Y31,100bn in bonds next 
year, bringing the general gov- 
ernment deficit to 9.2 per cent of 
gross domestic product. Investors 
bad been concerned about the 
Japanese government's ability to 


fund its increase in public spend- 
ing after the Trust Fund Bureau 
indicated it would stop buying 
JGBs. 

The opposition rejected the 
budget, which it said would lead 
to spending on “wasteful” public 
works projects and discriminated 
against lower-income households. 

A rising stock market and 
stability in the bond market have 
contributed to a sense that the 
worst of Japan's financial woes 
are past. The benchmark Nikkei 
average continued its rise yester- 
day, gaining 195.29 points to close 
at I6jl68.il in active trading. 

However, there is strong under- 
lying concern about the future 
outlook as restructuring in the 
corporate sector raises the spec- 
tre of higher unemployment 

Although yesterday's budget 
includes more than Y9,000bn in 
tax cuts, the termination of last 
year's special tax cut means that 
in effect, those earning less than 
Y8m face a rise in taxes. 

A second lease of life, Page 15 
Lex, Page IB; Bonds; Page 28; World 
stocks, Page 38 
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EUROPE 


EUROPEAN COMMISSION PRESIDENT D^ALEMA BEGINS BUILDING^SUPPORT FOR JACQUES SANTER S U jp 01*111 

Italian PM seeks backing for Prodi - m move on 






By James Blitz In Rome 

Massimo D'Alema, Italy's 
prime minister, yesterday 
held an intense round of 
talks with his principal 
European Union counter- 
parts to build support for his 

predecessor, Romano Prodi, 
as the next president of the 
European rai m missi on. 

Following the resignation 
of the 20 European commis- 
sioners earlier this week, Mr 
D'Alema spoke to French. 
German and British leaders 
in an attempt to get backing 
for the 58-year-old Mr Prodi 
as a permanent replacement 
for Jacques Santer, the out- 
going Commission president. 

In a statement. Mr D’A- 

Brussels 
backs EU 
plan on 
fraud 
prevention 

By Peter Norman in Brussels 

The European Commission, 
acting in its caretaker capac- 
ity following this week's 
mass resignation, yesterday 
fell in line with the wishes of 
European Union member 
states and revised its plans 
for a tougher independent 
office to investigate fraud in 
theEU. 

it accepted that the office 
should be established within 
the Commission rather than 
as a separate entity, after 
member states argued an 
outside office would entail 
the creation of a new 
bureaucracy. They also said 
it would take time to become 
operational and would not 
be privy to gossip or indica- 
tions of malpractice inside 
the EU's executive body and 
other institutions. 

Yesterday's decision has 
brought the Commission 
into line with the EU eco- 
nomics and finance minis- 
ters, who on Monday called 
for the creation of the fraud 
prevention office. It will 
enter force on June l. 

The office will be indepen- 
dent of the Commission and 
will replace Uclaf, the Com- 
mission's present anti-fraud 
unit. It will be able to carry 
out external investigations 
in the EU member states and 
interna] investigations in ail 
EU institutions, where it will 
have the right to immediate 
and unannounced access to 
buildings. 

The new office's director 
will be appointed by tbe 
Commission after consulta- 
tions involving the member 
states and the European Par- 
liament for a five-year term. 
He or she will not seek or 
take instructions from the 
Commission, national gov- 
ernments or any other insti- 
tution or body. 

The new structure repre- 
sents a victory for Gordon 
Brown, the UK chancellor, 
who had called for a top 
independent fraud investiga- 
tor inside tbe Com mission 
with statutory protection 
from dismissal. 

At their meeting on Mon- 
day. the economics and 
finance ministers said any 
EU staff member with fac- 
tual information pointing to 
possible fraud should be 
required to report it directly 
to the fraud office. 

The “ecofin" council also 
said there should be a 
requirement imposing penal- 
ties on any staff member 
harming the financial inter- 
ests of the EU. 
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lema called for a “swift solu- 
tion" to the crisis in Brus- 
sels. 

Senior aides to the prime 
minister said they were opti- 
mistic European 'Union 
beads of government could 
appoint a permanent 
replacement for Mr Santer 
within weeks. 

They argued this would 
favour the candidacy of Mr 
Prodi, who is immediately 
available for the post hold- 
ing no public office at pres- 
ent unljRp his rnain rivat 
Mato secretary-general 
Ja3rier Solatia. 

As a Christian Democrat 
who has headed a centre left 
alliance. Mr Prodi also has 
the advantage of cross-party 


appeal - Important given 
that the European Parlia- 
ment would have to ratify 
any nomination. 

Mr Prodi’s candidacy has 
been warmly received by 
Tony Blair, the UK prime 
minister. Gerhard Schrader, 
Germany's chancellor, said 
yesterday he would "not 
take part In any speculation 
about excellent individuals - 
and Romano Prodi is one". 

French officials said 
privately yesterday Mr Prodi 
would be an acceptable 
choice for them. While they 
expressed admiration for Mr 
Sol ana. they were reluctant 
to set a precedent by moving 
a head of Nato. a military 
alliance, to head the 


European Commission. 

Mr Prodi 's advisers 
emphasised that the former 
premier would refuse to be 
considered as a stop-gap 
president of the Commission. 

Mr D’Alema is 

campaigning for his 
predecessor to get the 
Brussels job, amid a strong 
consensus in Europe that 
the post must go to a figure 
from a southern EU state 
who is politically centre-left. 
The prime minister's 
campaign, however, is 
mainly motivated by 

domestic political factors. 

Mr D'Alema fears Mr Prodi 
would challenge his 
leadership of the centre-left 
if he were to stay on the 


domestic political scene. 

Mr Prodi recently set up a 
centre-left party, called the 
Democrats. The new party 
has the backing of 100 town 
mayors and of Antonio Di 
Pietro, the former Milan 
magistrate who played a 
significant role in bringing 
down the old Christian 
Democrat regime. Political 
commentators think the 
Democrats could poll 
between 10 and 12 per cent 
of the vote at the European 
elections. 

A performance on this 
scale would give it more 
than half the votes currently 
enjoyed by Mr D'Alema’s 
party, the Democrats of the 
Left. 


Some commentators 
entertained the possibility 
that such a result might 
force Mr D’Alema's 
government into a summer 
political crisis. 

Mr Prodi, whose 28 month 
government collapsed last 
autumn, has been 
tight-lipped about his 
candidacy for Brussels and 
has virtually ruled himself 
out of the running on 
several occasions, saying he 
wants to concentrate on his 
domestic ambitions. 

However, his aides admit 
he has been tempted by tbe 
Brussels job and would have 
to accept if offered. 

Editorial comment, Page IB 


THE CARETAKERS AT LEAST SEVEN ARE LIKELY TO SEEK MEMBE RSHIP OF THE NEXT FIVE-YEAR COMMISSION 

Who will go and who will stay? 


By Michael Smith in Brussels 

For the moment they are the 
caretaker Commission, with 
perhaps just weeks left in 
office. 

But the signs yesterday 
were that most of the 20- 
strong European Union exec- 
utive who resigned on Tues- 
day are hoping to stay oo at 
least until January, when 
their term of office was in 
any case due to expire. 

At least seven. Including 
France’s Yves-Thibault de 
Silguy and Austria's Franz 
Fischler. are likely contend- 
ers to return for the Com- 
mission that will take office 
for five years from next Jan- 
uary. 

They are therefore likely 
to seek membership of an 
“interim Commission". 


which could soon be 
appointed to run the execu- 
tive until January. 

Even commissioners who 
have declared their intention 
of leaving office in January 
want to be part of an interim 
commission. 

These Include Belgium's 
Karel Van Miert and the 
UK’s Sir Leon Brittan, both 
of whom have the support of 
their governments For stay- 
ing on. The Libera] faction 
in parliament yesterday Indi- 
cated it may endorse Sir 
Leon as interim president. 

No commissioner has yet 
ruled him or herself out to 
be part of tbe interim com- 
mission. “Most will try to 
stay." said one diplomat. 

“They have been shamed 
but their embarrassment 
will be reduced if they are 


accepted for another term, 
even if it is only temporary". 

Some will be disappointed. 
First they have to win the 
nomination of their govern- 
ments. Then they must face 
the European Parliament, 
which ordered the report 
Into maladministration 
which brought the Commis- 
sion down. 

While most MEPs are 
likely to allow some commis- 
sioners back into office, they 
would block a wholesale 
return of all. 

Gerhard SchrOder, chan- 
cellor of Germany, holder of 
the EU's rotating presidency, 
yesterday ruled out the re- 
appointment of Jacques San- 
ter, president 

Edith Cresson. the French 
commissioner accused of 
favouritism in the indepen- 


dent experts’ report which 
led to the resignations, also 
seems a non-starter. 

However, other commis- 
sioners criticised in tbe 
report are more realistic con- 
tenders. 

Monika Wulf-Mathies. 
regional aid commissioner 
rebuked over a staff appoint- 
ment, has signalled a desire 
to be re-appointed both for 
the interim Commission and 
the one that takes office next 
January. 

Commissioners who 
already bad been expected to 
depart next January are 
Hans van den Broek of the 
Netherlands, Anita Gradin of 
Sweden. Martin Bangemann 
of Germany, Manuel Marin 
of Spain, Christos Papoutsis 
of Greece and Joao de Deus 
Pinheiro of Portugal, as well 


‘Pass the buck 
system on 
grand scale’ 

Experts’ report highlighted executive 
body’s poor communication, rigid staff 
structures and lack of accountability 


By Emma Tucker in Brussels 

The report of five 
independent experts into 
fraud and nepotism at the 
European Commission pub- 
lished earlier this week gave 
outsiders a tantalising peek 
at the executive body's man- 
agement structures. The frill 
picture may be yet more 
worrying, if less sensational 
Weighed down by poor 
communication, rigid per- 
sonnel structures, lack of 
accountability and beset by 
political influences, only a 
masochistic management 
guru would relish the chal- 
lenge of straightening out 
the problems of the Commis- 
sion. As one young official 
put it: “The system encour- 
ages buck-passing on a gar- 
gantuan scale.” 

The nearly 16,000- person 
Commission is unlike any 
other body. Both an execu- 
tive and a civil service, its 
bighly educated staff mem- 
bers come from 15 different 
legal and political traditions 
that do not always gel. They 
arrive with high ideals and 
buckets of enthusiasm, but 
often end up frustrated. 
They are trapped by some of 
the best public sector sala- 
ries and conditions in the 
world, yet bored by jobs that 
do not tax them. 

One critical problem is 
that there are too many com- 
missioners - two for the big 
countries, one for the little 


ones and not enough serious 
jobs to go round. National 
pride dictates that each bas 
to be assigned a policy area 
and a bevy of fonctiormaires 
to go with it 

Tbe result is that impor- 
tant directorates such as the 
competition department, 
which administers the Euro- 
pean Union’s anti-trust and 
state aid policies, struggle 
with a tremendous work 
load on stretched resources, 
while less critical depart- 
ments churn out tedious 
reports, surveys and “com- 
munications". 

The logical response would 
be to transfer officials from 
these areas - the audio- 
visual directorate perhaps, 
or the directorate for “enter- 
prise policy, distributive 
trades, tourism and coopera- 
tives". But this seemingly 
straightforward mechanism 
is forever thwarted by the 
pride not just of commission- 
ers, but also of their member 
states who rate the size of 
“their" directorates, however 
feeble their remit. 

This farilt was picked up 
by the report. It said the 
cases of fraud and misman- 
agement it examined could 
be traced back to a mis- 
match between the objec- 
tives assigned to tbe Com- 
mission and the resources it 
was able, or bad chosen to 

employ. 

As for the ranks them- 
selves, many complain that 



® 20 commissioners nominated by Hie 15 member governments 

© Cabinets: each commissioner is supported by a team of personal policy advisers headed by a 

ctefttecattbef 

Total staff: 110 

© 25 directorates general plus 15 specialised services (Such as statistics, legal and translation 
services and publications). Headed by director general, equivalent to rank to top civil servant ina 
national government ministry 

Total staff: 15,722, less than employees of an average size European city 
© Running rosts anwunt to 3^% of total EU budget of €83.5bn In 1998 


the Commission is not a 
meritocracy. Up to a certain 
level good work and motiva- 
tion will get a fonctiormaire 
promoted even if, as one offi- 
cial said, “too much empha- 
sis is placed on time serving 
rather than ability". 

However, senior Commis- 
sion jobs are “flagged", or 
allocated according to 
nationality. The result is 
that commissioners' private 
offices - the politically 
appointed “cabinets" - or 
national governments do 
their utmost to determine 
how a post is filled, rather 
than allow a proper analysis 
of the candidates available. 

The cabinet structure 
itself - following the French 
model has also come under 
fire. Two problems stand 
out: a lack or communication 
between tbe cabinets and 
the services (commissioners 


and their cabinets do not 
even work in the same build- 
ings as their directorates) 
and the practice by commis- 
sioners of “parachuting" 
cabinet members into senior 
Commission posts as a 
favour. 

Poor communication 
between cabinets and the 
ranks was denounced last 
year by Stefano Micossi, for- 
mer director general of tbe 
industry directorate. He quit 
his post complaining of tbe 
power welded by the cabi- 
nets saying they exposed the 
Commission to “potential 
political interference unpar- 
alleled In member states". 

Adding to the general 
chaos is the weakness at the 
centre of the Commission. 
The president is merely first 
among equals, and does not 
have the power to fire 
incompetent colleagues. This 


lack of strength bas also 
allowed the Commission's 
staff organisations to 
become powerful. A strike 
last April over reforms pres- 
ented by Erkki Liikanen. 
responsible Tor personnel 
policy, terrified the upper 
echelons of the Commission 
Into slowing down the 
reforms. The report also 
exposed disciplinary proce- 
dures as too lengthy and 
bureaucratic. 

For some of the commis- 
sion's younger officials, this 
week's report was long over- 
due. "Now what we need is 
proper meritocratic promo- 
tion, external panels for 
appointments, real disciplin- 
ary procedures, a beefed up 
fraud unit and a refusal by 
the Commission to take on 
tasks for which it does not 
have the resources." said 
one fonctionnaire. 


FEDERATION COUNCIL REGIONAL LEADERS REFUSE TO ACCEPT SKURATOV’S RESIGNATION 

Russia’s law chief at centre of dispute 


as Sir Leon and Mr Van 
Miert. 

Those likely to seek fur- 
ther terms of office, both for 
the rest of this year and 
beyond, include Britain’s 
Neil Kinnock, Denmark's 
Ritt Bjerregaard. Finland's 
Erkki Liikanen and Spain's 
Marcelino Oreja. as well as 
Mr de Silguy. Mr Fischler 
and Mrs Wulf-Mathies. 

Italy's commissioners - 
Mario Monti and Emma Bon- 
ino - may also want to stay, 
though under the national 
quota system one would 
have to make way for 
Romano Prodi, former Ital- 
ian prime minister, if he 
should be appointed Com- 
mission president. 

Ireland's Padraig Flynn 
also harbours ambitions for 
re-appointment In January. 


By John Thomhifl in Moscow 

Tbe upper house of Russia's 
parliament, the Federation 
Council, sent shockwaves 
through the country’s body 
politic yesterday by refusing 
to accept the resignation of 
Yuri Skuratov as the 
nation's top law officer. 

The move pitched Russia’s 
powerful regional leaders - 
who make up Federation 
Council - into a confronta- 
tion with President Boris 
Yeltsin and threatened to 
provoke a full-scale political 
crisis. 

The Russian president had 
previously criticised the con- 
troversial Mr Skuratov and 
had accepted his resignation 


last month on grounds of “ill 
health". The stand-off 
between the president and 
the upper house of parlia- 
ment over Mr Skuratov 
raises questions about where 
ultimate legal authority now 
lies in the modern Russian 
state. 

Mr Yeltsin, who is still 
recuperating in hospital 
from a stomach ulcer, imme- 
diately summoned Yevgeny 
Primakov, prime minister, to 
discuss the Federation Coun- 
cil's vote. The two leaders 
said it was wrong for parlia- 
ment to politicise the prose- 
cutor general's job. 

“Only morally untainted 
people can lead the fight 
against corruption.” a Krem- 


lin spokesman said. 

In his speech to the Feder- 
ation Council. Mr Skuratov 

had earlier denied he was ill 
and said he would continue 
in his work if he was backed 
by parliament He explained 
hts resignation had been 
prompted by "certain forces" 
who had successfully driven 
a wedge between him and 
the president. 

Mr Skuratov said his 
investigations had uncov- 
ered dubious practices in the 
government debt market. He 
accused several unnamed 
MPs and ministers, two for- 
mer vice prime ministers, 
and high-ranking officials in 
the central bank of illegally 
enriching themselves by 


trading in government secu- 
rities. 

“Another factor that con- 
tributed to my decision [to 
resign] was the oligarchs, 
who have their own interest 
in the criminal cases involv- 
ing corruption in the upper 
echelons of power." he said. 

Mr Skuratov implied that 
Boris Berezovsky, the influ- 
ential business tycoon, had 
been one of those behind a 
campaign to discredit him. 
“Finally, they used Informa- 
tion concerning my private 
life, obtained illegally, in 
order to finish me." he said. 

Several of Mr Skura toy's 
recent investigations have 
sparked political contro- 
versy. Last month, he dis- 


closed that the central bank 
had channelled billions of 
dollars of its hard currency 

reserves through an obscure 
Jersey-based fund manage- 
ment group, called Fimaco. 
Mr Skuratov also sanctioned 
investigations into the Aero- 
flot airline and Avtovaz car 
plant, which are closely 
associated with Mr Berezov- 
sky. 

But the Russian media 
speculated that Mr Skura- 
tov's most incendiary inves- 
tigation may have concerned 
his enquiries into a Swiss- 
based company, called Meba- 
tex, which has been linked 
with Pavel Borodin, the head 
of Mr Yeltsin's personal 
office. 


By John WiBman, 

Consumer industries Bfflw 

Seven European 

supermarket chains have 
formed a consortium to L elim- 
inate genetically modified 
crops and derivatives from 
their own-label food prod- 
ucts. 

The initiative has been led 
by J- Sainsbury, the UK’s 
second largest supermarket 
group, which has . also signed 
up industry experts to help 
establish guaranteed sources 
of GM-free ingredients; 

Public concern over the 
environmental and health 
impact of GM crops has been 
growing across the European 
Union. EU member states 
have become increasingly 
reluctant to approve new 
GM crops, recently blocking 
four applications in a row 
from life sciences groups. 

Other members of tbe con- 
sortium include Carrefour, 
France’s largest retailer, 
Migros of Switzerland, the 
country's largest food chain, 
and Delhaize of Belgium. 
They are joined by Marks 
and Spencer of the UK, 
Ireland's Super quinn and 
Effelunga of Italy. 

The consortium will find 
non-GM growers and ensure 
that the crops are segregated 
from GM produce while 
being transported to proces- 
sors and in the production 
process. It will also establish 
audit and testing procedures 
to ensure the foods produced 
are GM-free. 

“We always wanted GM 
and standard crops to be sep- 
arated," said Alteon Austin, 
Sainsbury 's environmental 
manager. “We were 
extremely disappointed 
when this did not happen 
with the US soya crop." 

Iceland, the UK frozen 
food retailer, has established 
its own supply chain of 
non-GM crops from Canada 


Ties wi 


and Brazil. But Safosbniy's 
said Yesterday that a consor- 
tium was the only way - to 
establish GM-free sources of - 
both crops and derivatives. - 

Conventional testing of 
foodstuffs currently detects 

only protein from GM crops 
- such as tomatoes, maize or 
soya -meal. The . protein Is. 
removed In xnakizig ^deriva- 
tives such as soya oil. and 
lecithin which cannot ihere- _ . . 
fore be guaranteed GM-free • 
unless controlled from the 
farm-gate. 

“The consortium wffigjve 
us the aggregate . buying 
power to make it commer- 
cially attractive for suppliers ^ 
stnd guarantee that this, will .W” 
be an ongoing need among - 
supermarket chains , n Ms 
Austin said. _ 

She added that Salis- 
bury's had reduced the num- 
ber of own-label food prod- 
ucts with GM ingredients 
from 1,500 to less than -50 
and will discontinue those if 
it cannot find GM-free alter- 
natives. 

It will, however,, continue 
to sell manufacturers' 
branded foodstuffs which 
contain GM ingredients - as 
do most of the supermarket 
chains which have moved to 
GM-free for their own prod- 
ucts. Under European Union 
law, foods containing GM 
ingredients must be labelled 
as such, but this does not 
extend to derivatives. 

Greenpeace, the environ- 
mental campaign organisa- 
tion. welcomed the creation 
of the consortium. “The ^ 
supermarkets are beginning 
to listen to what the public 
wants." it said. 

It called on the supermar- 
kets to ban all GM foods, cit- 
ing poll evidence that 81. per 
cent of consumers wanted 
food producers to do more to 
develop organic foods. 

Food fabaflbjg, Page 8 


says Turkey 

Top foreign ministry official in Ankara 
says the Turkish public have lost alj - 
interest in joining the Union 
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By Leyta Boulton in Ankara 

Turkey yesterday launched 
an unprecedented attack on 
the European Union, saying 
its relations with Ankara 
were in “a sick period" and 
that the Turkish public had 
lost all interest in joining 
the EU. 

Uluc Ozulker. the top 
foreign ministry official 
responsible for EU affairs, 
said relations had been in 
decline ever since the EU 
decided at its December 1997 
summit in Luxembourg not 
to treat Turkey as an equal 
candidate for membership 
with newer east European 
applicants. 

The crisis over Abdullah 
Ocalan. the captured 
Kurdish chief of the PKK 
guerrilla group, bad simply 
made a bad situation worse. 

"When the EU rejected 
Turkey at Luxembourg. ■ .the 
possibility to puL pressure on 
Turkey lost its credibility 
and meaning," said Mr 
Ozulker, described by 
diplomats as one of the main 
architects of Turkey's 
strategy for joining tbe EU. 

"Altogether Turkey bas 
lost confidence in the EU." 
he said. 

“This is creating new 
problems in our relationship. 
Unfortunately the dialogue 
is being distorted more and 
more. We don't understand 
each other anymore. We 
don't trust each other any 
more." 

He suggested the EU's loss 
of influence over Turkey 
extended to the trial of Mr 

Ocalan and the Kurdish 
problem In general. 

"If we want to rebuild our 
relations with the EU in a 
normal way, one needs to 
, understand there are some 
elements which Turkey is 
not prepared to discuss,” he 
said. 

“Any request from the 
west to give autonomy [to 
Kurds in the southeast of 
Turkey]... cannot be met" 
He said the EU could best 
help by promoting with 
financial assistance the 
socio-economic development 
of the south-east. 

Adding that ties had 



toowtsifcs 



BJ stance on PKK has angered 
Bulent Ecavft, Turkish PM 

begun to suffer ever since 
Greece, Turkey's traditional 
foe, joined the bloc in 1981. 
he said a first step to 
improved relations would be M / 
the release of €300m ($327m) w * 
of aid promised as part of 
the EU's customs agreement 
with Turkey, but blocked by 
Athens. More recently, tbs 
Turkish government under 
prime minister BQlent 
Ecevit, has been irked by the 
EU’s failure to condemn 
Greece for helping the PKK. 
Yesterday, Ankara urged 
Athens to “make a clean 
break with terrorism”.' 

Ankara also . formally 
demanded yesterday that 
Britain and fan -many dose * 
down Med TV, a Kurdish 
television statical with a UK 
broadcasting licence, as well, 
as Dem and Ozgur Poiitika, a . 
Kurdish news agency and 
newspaper based in 
Germany. 

Faruk Logoglu, deputy, > 
undersecretary of theforeign ? 
ministry, said these outlets 
had Incited the. recent wave 
of violence in Turkey.' 

• The Turkish^ parliament 

yesterday took the the latest 

step in its slow-moving 
campaign to postpone April 
18 elections by puttingon ite 
agenda a no-confidence 
motion in the .caretaker 
government, which .will b® 
debated next week. 
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ECB warns on 
budget deficits 


By WoHgang MQnchau 
in Frankfurt 


The European Central Ban}; 
yesterday warned European 
governments they could be 
at risk of being fined for run- 
ning excessive budget defi- 
cits. 

In its monthly report for 
March, the ECB produced its 
most detailed and coherent 
critique yet of fiscal policy 
by national governments in 
the euro-zone. 

While the ECB did not 
mention any specific coun- 
tries, the comments sig- 
nalled renewed confidence 
by the central bankers after 
last week’s resignation of 
Oskar Lafontaine as Ger- 
many’s finance minister. He 
had been a staunch critic of 
the ECB’s monetary policy. 

In its report, the ECB said 
yesterday: “in the event of a 
severe or prolonged growth 
slowdown, government defi- 
cits could easily approach 
the 3 per cent deficit limit 
because current fiscal plans 
do not incorporate sufficient 
safety margins." 

The deficit limit is a main 
provision in the stability and 
growth pact, agreed by Euro- 
pean Union leaders at the 
1997 European summit in 
Amsterdam. The pact calls 
on governments to run bal- 
anced budgets over the eco- 
nomic cycle, and sets out a 
tough regime of penalties for 
countries whose budget defi- 
cits exceed 3 per cent of 
gross domestic product. 

None of the 11 euro-zone 


members is in danger of 
breaching this ceiling in the 
1999 fiscal year, although 
only a few are on target to 
achieve balanced budgets in 
the next few years. 

The ECB said in its report 
that governments should set 
aside money to pay far nec- 
essary structural reforms to 
deal with ageing populations 
and healthcare reforms. 

Since the launch of the 
euro in January. European 
economic policy has been 
deadlocked as finance minis- 
ters have called on the ECB 
to cut interest rates, while 
central bankers are demand- 
ing tougher action on bud- 
gets. Neither side hag given 
ground so far. 

Today, the ECB’s execu- 
tive council will meet for its 
regular fortnightly meeting, 
amid some expectations that 
the ECB would cut rates, 
now Mr Lafontaine has gone. 

In its third report since 
the start of the euro, the 
ECB defended the present 
policy stance. “The current 
stance of monetary policy is 
appropriate not only to 
maintain price stability, but 
also to support economic 
growth and employment.” 

The report noted in partic- 
ular the risk of a further 
slowdown in economic 
growth and the continued 
decline in producer prices. 
But the central h ank also 
warned that high wage set- 
tlements and the weakness 
of the euro could put prices 
under pressure. 


NEWS DIGEST 

^ JOB CREATION SCHEMES EXTENDED 
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German cabinet approves 
employment law changes 

The German cabinet yesterday approved amendments to 
the country's employment laws to streamline and extend 
job creation schemes meant to out the ranks of the coun- 
try's 4.46m unemployed. The most important change 
allows jobless workers to become eligible for special job 
creation programmes after six months' unemployment 
compared with a year previously. Walter Riester, employ- 
ment minister, declined to quantify the cost of the 
changes, which should take effect in August, but said the 
government hoped any additional expenditure would be 
compensated by savings m unemployment benefits if the 
new measures cut jobless totals. Haig Simonian, Bonn 
■ Germany's information technology and telecommunica- 
tions market Is expected this year to exceed the size of 
the country’s car sector for the first time, according to the 
German communications technology association. The mar- 
ket is expected to grow by 7.8 per cent to DM206bn 
(€105 bn, $115bn), according to figures released at the 
opening of the Cebit technology fair in Hanover. The fast- 
est growth is expected to occur in internet and electronic 
commerce. Ralph Atkins, Bonn 



v > YUGOSLAVS ACCUSED OF STONEWALUNG 

Kosovo talks near deadlock 

The chief mediator in the Kosovo peace talks said yester- 
day that stonewalling by the Yugoslav side made further 
progress unlikely, and forecast the negotiations might wind 
up “very shortly” with Albanian representatives signing a 
one-sided peace deal. As the peace talks in Paris 
approached deadlock on their third day, Yugoslav military 
preparations in Kosovo began to cause alarm. The US 
defence department accused the Yugoslav government of 
moving some 30,000 Serbian troops into and near Kosovo 
and of "bracing for war" with Nato. The alliance has 
threatened to launch air strikes if Belgrade obstructs a 
political power-sharing agreement with the ethnic Albanian 
majority in Kosovo, backed by Nato-led peacekeepers. 

In Paris, Yugoslav negotiators yesterday insisted they 
were offering a “viable alternative" to the Kosovo auton- 
omy plan which the Albanians have already said they will 
sign. But Chris Hill, the US envoy and chief mediator at 
! the Paris conference, said; ‘Based on the last few days 
with the Yugoslav side, we would not anticipate any fur- 
ther progress." 

David Buchan, London and Guy Dmmore, Belgrade 


NEW FOREIGN MINISTER 


* 



Swiss name Cotti successor 

Joseph Deiss, 53, an economics professor, has been 
named Switzerland's new foreign minister. Mr Deiss, who 
represents the French-speaking canton of Fribourg, shares 
the same pro-European Union views as Flavio Cotti, Swit- 
zerland's outgoing foreign minister. _ ^ 

Both are members of the centre-right Christian Demo- 
crats, which Is facing competition from Christoph Biocher, 
who leads the anti-EU wing of the Swiss People s party, 
the junior partner of the four-party coition that 
Switzerland since 1959. The appointment of Mr Deiss. and 
Ruth Metzler, 34, who takes over as justice minster, e 
part of a bid to rejuvenate the fortunes of the Christian 
Democrats before national elections in October. 

Wiffiam Hall, Zurich 


PRIVATISATION PROGRAMME 

Slovak state to reclaim stake 

tub Slovak state plans to take back a stake in an illegally 
m ISSdeScompany butfeddng so with the wn- 
% - SJrtoflhe stake's owner. The National F^, the 

Ste privatisation agency. told Reuters yesterday ted 
reached a preliminary agreement to reclaim 40.9 per cent 
of Nafta Gbdy the highly profitable gas storage company. 
SLS p£5v bSsin, linked to the former a^m- 
Zt-ho bought 45.8 per centotfteoOT^ « 1898 ' 

- hoe inrr rri -to the clan but will retain 5 per cent 

in 1996 when the stock market valuation 

privatisation deals found to be legally invalid. 

Robert Anderson, Prague , 
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Tension between Pasok factions threatens to spoil the party 


Simitis and the ‘modernisers' are pressed 
hard by ‘populists’, writes Kerin Hope 


T hings have rarely looked 
better Tor Greece’s gov- 
erning Panhellenic 
Socialist Movement f Pasok i. 

Greece's chances of becom- 
ing the 12 th member of the 
euro-zone are steadily 
improving. Inflation has bit 
a 30-year low and interest 
rates are in single digits. 
Prices have soared on the 
Athens stock exchange and 
small investors have flocked 
to the market. 

A three-way split looms in 
the opposition New Democ- 
racy after the defection of 
two popular conservatives 
preparing to found separate 
centre-right parties. With 
the right in such disarray. 
Pasok is unlikely to lose in 
elections next year. 

But as delegates gather in 
Athens for the opening 
today of Pasok's first party 
congress in three years, the 
mood is combative rather 
than cheerful. 

Costas Simitis. the prime 
minister, and bis “moderni- 
sing" faction are under 
attack from “populists" who 
feel the party's leftwing tra- 
ditions are being uprooted. 

Mr Simitis’ approval rat- 
ing plunged over the govern- 
ment's bungled attempt last 
month to protect Abdullah 


Ocalan. leader of the mili- 
tant Kurdistan Workers 
party IPKK). An opinion poll 
last week in the daily Elefth- 
erotypia showed Pasok 
almost 8 percentage points 
behind New Democracy. 

Tension erupts between 
“modernisers" and “popu- 
lists” whenever Mr Simitis 
talks about trying to 
improve relations with Tur- 
key or backs OS policy tn 
the Balkans. But Mr Oca- 
Ian’s capture after he left the 
Greek embassy in Kenya, 
and his forthcoming trial in 
Turkey, has triggered the 
roost outspoken criticism of 
the prime minister since he 
succeeded the late Andreas 
Papandreou, Pasok's 
founder. 

This week's congress was 
intended to consolidate Mr 
Simitis's grip on the party 
and push through the 
modernisers' platform for 
the European elections In 
June. But Mr Simitis may 
have to reduce his proposals 
for economic reform as he 
battles to regain credibility. 

To his populist critics, Mr 
Simitis is a dull accountant, 
obsessed with economic indi- 
cators and lacking a vision 
for Greece in the 21st cen- 
tury. 


Greece: converging 
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On policy, the populists 
pay lip service to Greece's 
bid to join the euro, while 
objecting to measures aimed 
at curbing public spending. 
They have strong support 
from public sector unions, 
concerned about job losses 
and smaller pensions as mar- 
kets are liberalised and pri- 
vatisation extended. 

Such attitudes are left 
over from the Papandreou 
period of extravagant wage 
and pension increases and 
job allocations in state enter- 
prises to Pasok supporters. 

However, Mr Simitis can 
count on strong support 
from George Papandreou. 
son of the late prime minis- 
ter, who was promoted to 
foreign minister in a cabinet 


reshuffle prompted by the 
Ocalan affair. Mr Papan- 
dreou is popular with both 
factions but he backs the 
modernisers' attempt to 
make Pasok a modern Euro- 
pean party. 

Mr Simitis' faction will 
bave its work cut out to dis- 
suade delegates from raking 
over the Ocalan affair and 
addressing practical issues. 
Opinion polls show voters 
overwhelmingly in favour of 
Greece’s entry’ to the euro, 
but increasingly dissatisfied 
with the slow pace of 
reforms. 

Criticism focuses on low 
standards of hospital care, 
inefficiency and corruption 
and a poorly planned 
attempt to reform the state 


education system. Among 
young people, high unem- 
ployment is the biggest con- 
cern. despite steadily 
increasing investment and 
the launch of Greece’s first 
job action plan. 

The prime mini ster's aides 
say modernisers make up 
more than two-thirds of the 
5,800 delegates at the con- 
gress, who will elect the cen- 
tral committee responsible 
for approving policy. Akis 
Tsochatzopoulos, the defence 
minister, who makes no 
secret of his ambition to suc- 
ceed Mr Simitis. will back 
populist candidates for the 
central committee but is not 
expected to contest his re- 
election as party leader. 

But Mr Tsochatzopoulos 


has threatened a showdown 
with Mr Simitis if Pasok fin- 
ishes well behind the conser- 
vatives in the European elec- 
tions. The Socialists are 
worried about a repetition of 
last October's local elections, 
when infighting among 
Pasok's grassroots organisa- 
tions drove its supporters to 
vote for candidates from 
New Democracy and left- 
wing splinter groups. 

Mr Simitis has told Pasok 
to pull itself together and 
disregard “people who are 
doing everything they can to 
keep up an atmosphere of 
gloom and grumbling". But 
he will bave to work hard tn 
the next few days to lift the 
mood and unite the party 
behind him 
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ANTI-DUMPING MEASURES DOMESTIC INDUSTRY 'HAS 30-YEAR HISTORY OF CRYING FOR PROTECTION WHEN THE MARKET G ETS TOUGH’ 

House near to agreeing steel import quotas 


By Nancy Dunne In Wastengton 

The US House of 
Representatives was last 
night poised to pass legisla- 
tion which would set quotas 
for foreign companies selling 
steel to the US. 

“I would like to think that 
sanity might prevail and 
that they wouldn't pass 
something that is clearly 
illegal under the World 
Trade Organisation," said 
David Phelps, executive 
director of the American 
Institute for International 
Steel, which represents 


exporters and Importers. 
H But the domestic steel 
industry has a 30-year his- 
tory of crying for govern- 
ment protection when the 
market gets tough. And 
they're very well organised." 

More than 200 members 
had already publicly sup- 
ported the bill, which 
requires 218 for passage. 

Although Democrats are 
likely to provide most of the 
bill's support, many Republi- 
cans have lined up b ehin d it 
Pat Buchanan, the firebrand 
economic nationalist and 
Republican presidential can- 


didate, this week sent a let- 
ter to every House Republi- 
can urging support for the 
bill in the name of former 
President Ronald Reagan. 
Mr Reagan imposed steel 
quotas, which continued 
through the 1980s. 

"If our party wishes to 
regain the loyalty of working 
Americans we knew in the 
1980s. we must show that 
conservatism of the heart 
Ronald Reagan showed the 
steel workers. --They do not 
ask for subsidies; they only 
ask that their government 
not allow foreign regimes to 


engage in illicit dumping to 
kill their jobs and destroy 
their towns," Mr Buchanan 
said. 

If, as expected, the bill 
passes the House it will have 
much tougher going in the 
Senate, where companion 
legislation has been intro- 
duced. It is supported by 15 
of 100 senators. 

Other proposals, such as 
the Dumping and Subsidy 
Offset Act, might gain more 
support. This would give 
payments to injured compa- 
nies and workers provided 
by the duties imposed by the 


Commerce Department on 
steel found to be dumped in 
the US or subsidised in 
exporting countries' home 
markets. 

Another proposal would 
establish a Slbn revolving 
fund to provide loans and 
guarantees for struggling 
producers. It is also possible 
that the Senate might give 
something to the steel indus- 
try as part of an omnibus 
trade bill, which would 
include presidential neg- 
otiating authority and 
trade preferences for 
the Caribbean and Africa. 


Senators will be inviting 
comments from US steel 
users - companies which 
employ 4.3m workers com- 
pared with 170.000 in the 
steel industry. 

“US steel consumers are 
benefiting from the low 
prices," said Mr Phelps. "The 
US is a hot market in a sea 
of not-so-bot markets. Rut if 
Congress or the government 
were to change this balance, 
these companies would 
quickly find themselves 
becoming non-competitive, 
and you'd hear all kinds of 
screaming and hollering. " 


By Michael Skapinker, 
Aerospace Corespondent 


World Bank ‘should aid China’s WTO entry’ 


By Peter Montagnon, 

Asia Editor, in London 

The World Bank should 
provide financial assistance 
to China to help ease its 
admission to the World 
Trade Organisation, accord- 
ing to a leading trade expert. 

The two organisations 
have similar agendas and 
the World Bank has done 
much to promote trade liber- 
alisation not just in Asia, 
but also in regions from 
Latin America to Central 
Europe, said Sylvia Ostry. 


research fellow of the Uni- 
versity of Toronto and a for- 
mer chief economist of the 
Organisation for Economic 
Co-operation and Develop- 
ment . 

Collaboration over Chi- 
nese membership of the 
World Trade Organisation 
would help cement a closer 
relationship between the 
institutions, which had been 
one of the aims of the Uru- 
guay Round, sbe told tbe 
Royal Institute or Interna- 
tional Affairs. 

The bank could provide 


both finance to facilitate 
structural change in China 
and technical expertise. But 
It was also important that 
the WTO’s own budget, cur- 
rently no more than the 
travel budget of the Interna- 
tional Monetary Fund, be 
increased. 

Otherwise the WTO would 
not have the resources to 
help countries like China 
undergo the transformation 
of regulatory and legal 
regimes as well as economic 
restructuring that were 
implicit in membership. 


Ms Ostry said that Chinese 
membership of the WTO 
involved reforms that would 
take time. This problem 
could be solved by an agree- 
ment setting out a schedule 
that could be monitored by 
the WTO in Geneva. 

China's right to “most 
favoured nation" non-dis- 
criminatory trade status 
should depend on the sched- 
ule being met. and tbe WTO 
could remove it if China 
Called to live up to its com- 
mitments. This would imply 
an agreement by the US 


Congress to waive the Jack- 
son-Vanik Act, requiring 
MFN to be reviewed on an 
annual basis. 

Congressional leaders 
could be persuaded to do 
this if the accession agree- 
ment was strong, sbe said, 
but it might be hard to per- 
suade tbe World Bank to col- 
laborate because of its fears 
that China would become 
reluctant to reveal detailed 
economic information to its 
officials. 

Ms Ostry chaired a Uru- 
guay Round Committee 


exploring closer relations 
between the World Bank, 
International Monetary 
Fund and tbe WTO’s precur- 
sor. the General Agreement 
on Tariffs and Trade. 

She noted that the organi- 
sations had overlapping 
agendas, but financial mar- 
ket reforms such as those 
agreed by South Korea with 
tbe IMF were not legally 
binding in the WTO. “To add 
to the incoherence, both the 
WTO and IMF commitments 
are different from its OECD 
accession agreement” 
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Airbus Industrie is 
considering reducing the 
number of emergency exits 
on its new A340-600 aircraft, 
even though it will carry so 
more passengers than the 
standard A34G. 

i Airbus, the European man- 
ufacturing consortium, said 
it was investigating building 
the A34Q-600 with eight full- 
sized exit doors - the same 
number as on the standard 
A 340. However, the A340-600 
would not have an emer- 
gency hatch over each wing, 
as the original A340 does. 

Airbus said the plan would 
not compromise passenger 
safety, although the gap 
between two sets of exit 
doors would be 74 feet, 
rather than the 60 feet laid 
down in international safety 
regulations. Airbus said the 
60 foot separation rule was 
“interim and arbitrary” and 
had never been finalised. 

The A340-6Q0 will carry 380 
passengers, compared with 
about 300 on tbe existing 
A340. Airbus, which has 
received orders and commit- 
ments for about 100 of its 
new version A340s, has 
designed the aircraft to com- 
pete with the Boeing 747 and 
777. 

Airbus said the problem 
with emergency escape 
hatches over the wing was 
that they were difficult for 
passengers to use during an 
evacuation. Cabin crew were 
not in a good position to 
supervise passenger evacua- 
tion through the hatches. 

Airbus said the larger 
number of passengers on the 
new A340-600S would not cre- 
ate a problem during emer- 
gency evacuations. Although 
the original A340 usually 
carried 300 passengers, 
safety regulators had 
accepted that 110 passengers 
could leave the aircraft 
through each of its large 
doors. This meant that if 
passengers were being evac- 
uated through one side of 
the aircraft. 440 of them 
could leave safely. 

Tbe A340-600 would also 
have a sufficient number of 
full-sized doors Tor the evac- 
uation of 440 passengers - 60 
more than the aircraft would 
carry. 


By Frances 


World Trade Organisation 
members were meeting last 
night to move forward the 
selection of a new director- 
general, amid growing signs 
that the four-strong field 
may shortly be reduced to a 
run-off between Supachai 
Pnnitehpafcdi. Thailand's 
deputy prime minister, and 
Mike Moore, former New 
Zealand premier. 

Roy MacLaren, former 
Canadian trade minister, 
was told last week that he 
could not win by the WTO 
envoys conducting the con- 
sultations on the leadership 
with the trade body's 134 
members. Although Ur 
MacLaren has not formally 
withdrawn his candida c y, he 
has In effect been el imina ted 
from tbe contest to succeed 
Renato Ruggiero of Italy at 
the end or next month. - 
Trade officials said yester- 
day that Mr MacLaren's 
backers, mostly in Latin 
America, were opting pre- 
dominantly for Mr Moore or. - 
to a lesser extent, for Ur 
Supachai, rather than Has- 
san Abuyoub, the; former 
Moroccan trade minister, 
whose support is concen- 
trated in Africa and the Mid- 
dle East. 

This suggests that Mr 
Abuyoub. up to now running 
second to Mr Supachai, has 
little hope of significantly 
improving his position and 
that be too could soon come 
under pressure to withdraw, 
perhaps even from his own 
side. 

Trade diplomats said 
aggressive ITS campaigning 
for Mr Moore, former New : 
Zealand premier, over the - : 
past week - aimed at the 
supporters of Mr Abuyoub 
and Mr MacLaren - had led 
some to urge a united devet- 
oping-country front is 
favour of Mr Supachai 
Since developing countries 
represent three quarters of 
the WTO's membership it 
would then he almost impos- 
sible for Mr Moore to secure 
the necessary consensus 
around his candidacy. How- 
ever, Mr Moore has fairly 
solid support from a number 
of poorer nations. 

Tbe US has nevertheless 
made dear it would not veto 
Mr Supachai. 


NEWS DIGEST 

CONTROVERSIAL CONTRACT 

Thailand defers payment * 
for Burma gas pipeline 

Thailand has deferred its first payment of S62m to the- 
consortium that built the controversial Yadana gas pipeline 
across Burma The state-owned Petroleum Authority of 
Thailand said yesterday the payment would be deterred 
until negotiations over the 30-year take-or-pay contract, 
between PTT Exploration and Production, a PTT subside 
iai ^'. a nd , th ? Fref1c b company Total had concluded. 

PTT said it was not about to renege on the contract — 
merely check that it could be re-interpreted in the light of 
changed economic conditions. Analysts said a main factor 
was Thailand's slump in demand for gas. 

The pipeline was built despite accusations that its mili- 
tary protectors would engage, or had engaged, in human 
rights abuses against ethnic minorities in the area. 

The contract required PTT to lake 65m cubic feet of gas 
per day from August last year, rising to 525 mmcfd over 
15 months. So far only 5 mmcfd has been accepted. 

William Barnes, Bangkok 


AIRLINES 


Aeroflot in BA link 

Aeroflot, the Russian airline, is talking to British Airways 
about the UK carrier helping to maintain its aircraft, 
according to industry observers. The two airlines are also 
in discussions about better co-ordination of their flight 
times. * 

Passengers transferring from BA to Aeroflot services in 
Moscow often have a long wait between flights. BA is not 
thought to be considering code-sharing with Aeroflot 
Code-sharing involves airlines selling seats on each other’s 
flights. Michael Skapinker, Aerospace Correspondent 

TRADE AND DEVELOPING NATIONS 

Talks on helping the poor 

Trade and development officials, international organisa- 
tions. academics and non-governmental organisations yes- 
terday began two days of discussion on ways of enabling 
prorer nations to take part fully in the international trading 
system, and how the next round of global trade talks can 
best reflect their interests. 

The high-level meeting, the first of its kind, has been 
organised by the World Trade Organisation to try to 
improve the dialogue between trade policymakers and 
other interest groups. It follows a similar meeting on trade 
and environment earlier this week 

Some developing countries such as India and Pakistan 
yesterday repeated their scepticism of the benefits of a 
comprehe^e trade round, due to be launched late this 
year in Seattle in the US. Poorer nations have been disap- 
pointed by the results of the previous Uruguay Round 
which they believe imposed onerous obligations on them 
without commensurate gains. 

However, the UK said yesterday that trade liberalisation 
directed at developing country concerns would be in the 
interests of poorer nations, and proposed that this be cou- 
pled with duty-free access for the poorest countries, better 
co-operation between the international agencies and 
increased debt relief. Frances Williams, Geneva 







Vincent Li is now welcome to rest 
his weary bones at over 200 lounges 
worldwide, from five different airlines, no 
matter which of the airlines he’s flying. 

How in the world does he do it? 

revolves around you. Now there’s an alliance that gives you access to over 200 lounges 
around the world, whichever member airline you fly. Finnair has recently joined the 
oneworid alliance and will be delivering these benefits in late 1999. vww.c)newor!ciaifence.c'.n i 


For premium cabin anti selected top -tier frequent flyer customers. Alt one world' M benefits are only available to passengers on scheduled ilionr--- 
operated and marketed by a one.. ■trio member airline. (Marketed means ihere must be a oneworid member airline flight number on yn U r t;-k*t -'Anier-Ar l , 
British Airways, Canadian Airlines. Cathay Pacific Airways and Qantas are all trademarks of their respecuve companies. - • . 
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Israel’s Shas 
party leader 
is convicted 


By Judy Dempsey in Jerusalem 

Aryeh Deri, leader of Israel's 
powerful ultra-Orthodox 
Shas party, was yesterday 
convicted of fraud, breach of 
trust and bribe-taking. 

The verdict could affect 
the future of Shas, the fast- 
growing party which was 
kingmaker in the former 
Labour government and 
Benjamin Netanyahu's right- 
wing coalition. 

Mr Deri, 40, a fervent reli- 
gious believer, said be 
wanted to quit politics and 
establish a yeshlva, or semi- 
nary for Sephardi students. 
However, given the attitude 
to the courts among his sup- 
porters, it is conceivable that 
he could remain leader if he 
escapes jail when he is sen- 
tenced next week. 

Much will depend on 
whether his supporters, and 
particularly Rabbi Ovadla 
Yosef, Shas's spiritual 
leader, will allow one of 
Israel's most skilful politi- 
cians to withdraw to the 
world of the Torah, or Jew- 
ish bible. 

The ruling, reached after 
six years, 400 sessions, 150 
witnesses and 41,000 pages of 
transcripts, puts Shas at a 
crossroads. The party, say 


its supporters, is Aryeh Deri. 

Shas's extraordinary rise 
in power in the 1996 election 
owes much to the Moroccan- 
born Mr Deri. It doubled to 
10 its parliamentary seats, 
thus holding the balance of 
power In Mr Netanyahu's 
coalition. If Mr Deri Is jailed, 
Shas could lose momentum. 
Alternatively, the verdict 
could turn Mr Deri into a 
martyr, earning Shas more 
support in May's general 
election. 

Since entering politics in 
the early 1980s, Mr Deri 
always portrayed the 
Sephardim, jews from north 
Africa and the Middle East, 
as victims. They were, he 
said, victims of the judiciary, 
media and academia - elites 
dominated by secular Euro- 
pean Ashkenazi Jews. The 
Sephardim, he claimed, were 
treated as second-class citi- 
zens, denied education to 
climb the social ladder. 

T akin g this message to 
poor families, Mr Deri built a 
sophisticated educational 
network, providing free 
schooling, meals and books 
as well as intense religious 
instruction to the poor. For 
that, say his supporters, he 
is a hero. 

And he was also innocent. 






Guilty; Deri at Jerusalem's district court yesterday 


said Ell Suissa, interior min - 
ister and leading Shas mem- 
ber, who yesterday rejected 
the court's ruling: “l know 
Deri better than the judges.” 
Other Shas supporters said 
the courts, typically, were 
against them. 


Judge Yaakov Tzemach, 
who headed the three-judge 
panel, is, however, a 
Sephardi, and religious. His 
two-hour summing up. 
broadcast live on national 
radio, was interspersed with 
biblical references. It was 


also vitriolic in criticising 
how Mr Deri obstructed Jus- 
tice. 

After the trial. Mr Deri 
told supporters; “God has 
blessed us, delivering a ver- 
dict two months before the 
election.” 


Boesak guilty on theft and fraud charges 


By Victor Mallet 
In Johannesburg 

Allan Boesak, the former 
preacher who campaigned 
for democracy in South 
Africa with fiery anti-apart- 
heid sermons in the 1980s, 
was yesterday found guilty 
of fraud and theft involving 
foreign aid donations to 
apartheid's victims. 

Giving judgment in the 
Cape High Court, Judge 
John Faxcroft said Mr Boe- 
sak was guilty of three 
counts of theft and one of 
fraud totalling Rl.3m 
(* 210 , 000 ). 

Included in the money he 


stole was R259.000 of the 
sum raised by the singer 
Paul Simon with his Grace- 
land tour in South Africa in 
1968. The cash was intended 
for child victims of racial 
discrimination. “The accused 
wrongfully and unlawfully 
appropriated money Intend- 
ed for the children of South 
Africa," the judge said. 

Yesterday’s verdict is an 
embarrassment for senior 
members of the ruling Afri- 
can National Congress who 
expressed sympathy for Mr 
Boesak as he went to trial, 
including President Nelson 
Mandela. 

Dtdlah Omar, justice min- 


ister, was particularly out- 
spoken in his support His 
use of the phrase “struggle 
book-keeping" - suggesting 
it wag normal for anti-apart- 
heid activists hounded by 
the former security forces to 
have irregular accounts - 
prompted howls of protest 
from opposition parties. 

Mr Boesak, who headed 
the now defunct Foundation 
for Peace and Justice, also 
stole R746.000 of Swedish 
government aid intended for 
voter education in the 
run-up to the 1991 election 
that ended apartheid, and a 
farther R323.000 of foreign 
donor funds. .Some of the 


money was used to buy 
houses or given to Elna, his 
second wife. 

Judge Foxcroft acquitted 
Mr Boesak - who had 
pleaded not guilty to ail 
charges - on 23 other counts 
involving money from Dan- 
ish, Norwegian and other 
donors, including Coca-Cola. 

He said there were many 
instances where Mr Boesak's 
behaviour had been suspi- 
cious and irresponsible, but 
there was a lack of evidence 
about which funds were sup- 
posed to be used on each 
project. Gross dereliction of 
duly, the judge said, was not 
necessarily a crime. 


Mr Boesak has spectacu- 
larly fallen from grace since 
his heyday as a political 
leader in the Western Cape a 
decade ago. Sexual scandal 
was followed by financial 
scandal, forcing him to step 
down as president of the 
World Alliance of Reformed 
Churches in 1990. and the 
South African ambassador- 
ship to the United Nations in 
Geneva five years later. 

Freddie Steenkamp, his 
bookkeeper, has already 
been jailed for six years on 
related charges. The hearing 
resumes on Tuesday for 
legal arguments about what 
sentence he should receive. 


Egypt 
may ease 
exchange 
rate line 

By Mark Hufiand in Cairo 


Egypt may adopt a more 
flexible approach towards 
exchange rate policy and the 
use of foreign currency 
reserves, after complaints by 
bankers that a recent rise in 
demand for US dollars had 
exposed the need for a less 
rigid regime. 

The Central Bank of Egypt 
(CBE) has maintained a peg 
of EES ,39 to the US dollar 
since 1991 and sought to 
maintain its foreign cur- 
rency reserves at *19bn- 
S20bn, as essential elements 
of its monetary policy. 

Bankers and economists 
have been pressing for a 
shift in strategy, as the strict 
peg ha s come under strain bn 
face of a foil in foreign cur- 
rency inflows. 

Pressure for the CBE to 
release part of its $19.6bn 
currency reserves has also 
grown in response to an 8 
per cent rise in imports in 
1997-98. worsening the trade 
deficit exacerbated by lower 
than expected exports and 
low ofi prices. 

The Egyptian pound has 
lost 2 per cent of its value as 
the demand for dollars has 
increased in the past few 
weeks, fallin g to EE3.46 at 
foreign exchange bureaux. 
Some senior government 
officials are now insisting 
that the CBE accept this 
market rate as the official 
rate. 

“Now. there is no problem 
of availability. But the rate 
is floating, and the govern- 
ment should now accept that 
there are variations in the 
rate and that the level of 
reserves should not be seen 
as sacred.” one government 
official said yesterday. 

If the CBE does ultimately 
accept that this key area of 
policy is no longer under its 
strict control, it will mark a 
big step towards liberalising 
the market. 

Meanwhile, the CBE has 
kept its established rate. To 
meet demand for dollars, it 
has put S750m in three 
tranches In the past two 
weeks on to the market. 
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foreign jexcha nge market • 

International clearing g 

house to suspend service 

Exchange Clearing House, the multilateral foreign ; 

exchange netting service, is to suspend its services jmd -L 
look for other ways of offering sendees to refflxw settte- 
merit risk. Echo was taken over last year by CIS Sernas^ 
set up by leading international banks to build a new settfd:- 
ment system for the foreign exchange market 
Its multilateral netting system allows banks to onset the - 
amounts they owe each other, so reducing tte amounts of 
money they have at risk in the days between dealing waft 
another bank and actually receiving payment • 

But Echo has found that banks, whose resources ; - 
have already been tied up in preparation for. the euro anck-- 
the year 2000, are focusing directly on the launch-next . 
year of CLS Bank. This global clearing system, being.set • - . 
up by Echo's parent will allow payment of the hyp Jegq-of . 
a foreign exchange trade to be settled simultaneously, and 
so eliminate settlement risk. S f ! J 

Daily trading volumes in the foreign exchange market 
average Sl,490bo, but the amounts at risk in the settJe^ v. -\, : 
merit system can be several times that since each-foreign " 
exchange trade c om prises one payment In each cRrectioo, \" 
and since settlement delays can spread over severed daya 
Although many commercial banks have viewed this set- 
ttement risk as limited, central banks have been pressing; ., 
for a solution. 1 They fear that without improvements - in 4hie^ V- 
system, even a relatively small bank coHapse could sen- - 
ously disrupt financial markets. .... r < 

George Graham, Banking Editor, London - ; : 

COMPUTER SOFTWARE 


Lebanon passes piracy law 

Microsoft, the world's largest software company, yesterday ! 
said it would open an office in Lebanon after the_ country 
passed a law prohibiting the piracy of computer software 
and protecting intellectual property rights. Pariiamentarians. 
ratified the bill after the government satisfied them that 
software manufacturers had affirmed interest in offering 
discounts on software of up to 90 per cent for. schools, 
universities and government departments. 

The debate has highlighted problems of. protecting InteF 
iectual property rights in emerging countries without ade- 
quate legislative protection for computer software compa- 
nies. Microsoft says more than 90 per cent of its sqftvrae 
in Lebanon is used illegally. James Schofield, Beirut 


IMF GOLD SALES PROPOSAL 

South Africa issues warning 

The South African cabinet yesterday warned that foe pro- 
posed sale of gold to fund Third World debt could create 
new problems for gold-producing countries. Gold prices 
dropped after US President Bill Clinton and French Presi- 
dent Jacques Chirac over the past week urged the Inter- . 
national Monetary Fund to sell some of its more than 1m- 
ounce stockpile. 

South Africa is foe world's largest gold producer. Other 
African producers include Ghana, Congo and Tanzania. 
South Africa would benefit little from an IMF debt relief 
programme since Its foreign debt is low. AP, Cape Town 
Commodities, Page 28 
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World Bank arm may raise $4bn for Brazil 


By Stephen Rdtar hi Madrid 

The World Bank's private 
sector arm plans to create a 
fund that could raise up to 
$4bn to provide finance for 
Brazilian companies facing 
heavy foreign debt repay- 
ments^ 

The purpose of the pro- 
posed fund, the Brazil Corpo- 
rate Trust, would be to pro- 
vide Brazilian companies 
with , access to foreign cur- 
rency credits so they could 
repay foreign borrowings. 

The discussions are in the 
early stages, but the pro- 

Pinochet 
to learn 
his fate 
next week 

By John Mason hi London 

General Augusto Pinochet, 
the former Chilean dictator, 
will learn next Wednesday 
whether he has i mmuni ty 
from prosecution for alleged 
crimes against humanity or 
faces extradition to Spain to 
stand trial 

The House of Lords, the 
UK's most senior court, will 
give its long-awaited judg- 
ment on what is widely seen 1 
as a test case of interna- 
tional human rights law. 

The Spanish authorities 
are seeking Gen Pinochet's 
extradition from the UK to 
face charges of torture, hos- 
tage-taking and conspiracy 
to murder during his rule of 
Chile in the 1970s and 1980s. 

If the Lords rule in Gen 
Pinochet's favour, it is 
expected he will be flown 
back to Chile within a mat- 
ter of hours. If the Lords 
clear the way for extradition 
to Spain, further legal chal- 
lenges are likely to delay 
any extradition until the end 
of this year. 

Gen Pinochet has claimed 
that he is Immune from 
prosecution as a former head 
of state and that Spain has 
no legal right to bring such 
proceedings against him 

During the UK heari ng in 
January, the Chilean govern- 
ment also argued against 
Gen Pinochet's extradition 
to Spain. 


pasal would call for an inno- 
vative use of guarantees 
from the World Bank. 

The proposal was disclosed 
by Peter Woicke, executive 
vice-president and head of 
the International Finance 
Corporation iTFCj, at a con- 
ference on financial risk in 
Madrid. 

Mr Woicke, who took over 
his position this year, said 
the idea was to help avoid an 
Asian-style collapse of Bra- 
zil's corporate sector 
brought about by an 
extended lack of access to 
international capital 


He said the proposal called 
for the fund to be underpin- 
ned with some S300m-$500m 
of equity to be provided by 
the IFC and BNDES, the Bra- 
zilian development bank. 
This would cushion the trust 
against losses. 

The World Bank would 
provide a guarantee of some 
$lbn to cover the transfer 
risk - the prospect that 
repayments on loans made 
by the trust would be inter- 
rupted by Brazilian policy, 
such as controls on capital 
outflows. 

Commercial banks would 


be approached to make a 
syndicated loan of as much 
as S3bn to S4hn. 

The IFC would hope to ini- 
tiate discussions with lend- 
ing bank regulators to 
ensure the loans were not 
defined as Brazilian risk, 
thereby avoiding the heed 
for the government to imme- 
diately provide reserves, Mr 
Woicke said. 

Man)' Brazilian companies 
have issued bonds in the 
international bond market 
with maturities of five or 
seven years, but many con- 
tain “put" options which 


allow investors to redeem 
the bonds after three years. 
Many of these options will 
start coming due shortly. 
The New York-based Weston 
Group calculated that 
$&98bn Brazilian public and 
private sector international 
bonds come due this year, 
but this figure rises to J7.5bn 
if the exercise of put options 
is taken into account 
Thus, even though the 
level of foreign corporate 
debt is lower than in hard- 
hit Asian countries, some 
companies could be badly hit 
if the crisis continues to pre- 


vent them refinancing their 
debts owed abroad. 

The issues raised by the 
fund are sure to set off an 
intense debate. One issue 
will be to ensure the trust is 
used only for companies that 
could not otherwise refin- 
ance maturing debt - and 
not simply to allow them to 
do it more cheaply. 

Many in the World Bank 
are sceptical about the use of 
guarantees and say the lim- 
ited resources it has for each 
country could be better used 
elsewhere, for example on 
social projects. 


TAXATION ADMINISTRATION AND TOP REPUBLICANS JOIN FORCES TO LIMIT SHARP MARKETING OF SHELTERS 


Bipartisan 
drive to curb 
tax loopholes 


By Deborah McGregor 
In Washington 

Influential Republicans In 
Congress and the Clinton 
administration are rallying 
round plans to curb aggres- 
sive marketing of corporate 
tax shelters. 

The rare convergence of 
views comes when Republi- 
cans, eager to find ways to 
pay for tax cuts, are more 
open than usual to closing 
tax loopholes, especially if 
they are perceived as abuses 
of the income tax code. 

US Treasury officials are 
preparing a white paper to 
clarify what they consider to 

be the worst abuses, build- 
ing on the specific proposals 
included in President Bill 
Clinton's February budget 
for 2000. 

The document is expected 
to be released next month; 
some of the worst practices 
could be outlawed by the 
end of the year. Bill Archer, 
the Texas Republican who 
chairs the tax-writing Ways 
and Means committee In the 
House of Representatives, is 
giving business lobbyists 
little comfort on the issue. 

He has long favoured get- 
ting rid of income tax alto- 
gether but barring that, has 
signalled he is open to 


reviewing some of the corpo- 
rate tax practices - in ques- 
tion. 

Mr Archer will retire next 
year after serving 30 years in 
Congress and is said to be 
azudous to leave his stamp 
on a streamlining of the tax 
system. 

He has repeatedly voiced 
his disapproval of activities 
designed solely to avoid tax 
in ways not intended under 
tbe original law. 

“The chairman has clearly 
said he does not look kindly 
on deliberate perversions of 
the tax code.’’ said an aide to 
Mr Archer. “1 think people 
understand he is serious 
about that.” 

At the root of the problem 
is an estimated SlObn annual 
drain on the federal Trea- 
sury Caused by unusuall y 
aggressive marketing of cor- 
porate tax shelters by law- 
yers and professionals, 
including large accounting 
firms. 

Using tactics that have 
raised eyebrows even wi thin 
the close-knit tax commu- 
nity, these tax shelter mar- 
keters have inundated fed- 
eral tax authorities with 
cases designed to test the 
boundaries of corporate tax 
law. 

Treasury officials note 



Texas Repufcfican Bill Archer, giving business lobbyists Utile comfort on the issue 


that it has become common-, 
place for chief executives to 
be Intensely lobbied by 
accounting firms trying to 
market new and Inventive 
ways to avoid corporate tax- 
ation. 

To date, there has been 
little to deter these firms 
from launching what would, 
in the past, have been con- 
sidered frivolous cases on 
behalf of corporate clients. 

In fact, the fees which are 


charged for such advice are 
currently tax-deductible, and 
this is a provision the Clin- 
ton administration has 
vowed to end. 

The Treasury' hopes to put 
pressure on the phenome- 
non. “Corporate tax shelters 
erode the integrity of the tax 
system as a whole." said 
Donald Lubick. assistant 
Treasury secretary for tax 
policy. 

Clarifying activities it 


wants to see stopped, tbe 
Treasury last week released ; 
a ruling to curb the use of ■ 
so-called lease-in/ lease-out 
arrangements, which had 
allowed US taxpayers to 
avoid tax on substantial 
amounts of Income through 
the use of back-to-back leas- 
ing arrangements with for- 
eign parties. 

Most congressional Demo- 
crats support the loophole-- 
closing drive. 


Intel to halt 
discrimination 
in legal clashes 


By Richard IVolffe 
in Washington 

Intel, the world's largest 
chipmaker, agreed to stop 
discriminating against its 
customers in legal disputes 
over new technology, as part 
of its antitrust settlement 
with US officials. 

The company promised to 
supply its chips and advance 
technical information - 
which are crucial to custom- 
ers wanting to use its latest 
products - even when the 
company is engaged in intel- 
lectual property disputes. 

The settlement was negoti- 
ated with staff from the Fed- 
eral Trade Commission 
(FTCj fast week on the eve 
of a landmark antitrust trial, 
but details only emerged yes- 
terday when commissioners 
approved the deal. 

Intel was accused of abus- 
ing its market power to force 
three companies to hand 
over their patented technol- 
ogy to Intel The companies 
- Digital Equipment. Inter- 
graph and Compaq - were 
all engaged in intellectual 
property disputes with the 
chipmaker. 

FTC officials say the set- 
tlement represents a signifi- 
cant success for the agency 
in a case which same legal 
observers had criticised for 
stretching anti-monopoly 
laws. 

Intel, which agreed to the 
main demands outlined in 
the FTC lawsuit, insisted the 
settlement was a compro- 
mise for both sides. In partic- 
ular. the chipmaker escaped 
being labelled a monopolist 
by the court, which could 
have triggered a series of 
private lawsuits against tbe 
company. 

Robert Pitoftky. chairman 
of the FTC, said: “The heart 
of the commission’s com- 
plaint against Intel was the 


principle that a monopolist 
cannot withhold products or 
information about products 
in order to retaliate against 
customers who find them- 
selves in an intellectual 
property dispute. 

“We recognise that there- 
is an essentia] balance to be 
struck between protecting 
tbe incentives of smaller 
rivals to innovate and 
unduly constricting a domi- 
nant Arm's conduct of its 
business.” 

Intel had consistently 
argued that the lawsuit 
would interfere with its con- 
stitutional rights to defend 
its own patents and freely 
negotiate its own terras and 
conditions with customers. 

Craig Barrett. Intel's presn 
dent and chief executive, 
said: “I am very gratified 
that we could come to these 
terms with the FTC in a co- 
operative spirit. Although 
we have different interpreta- 
tions regarding Intel's mar- 
ket position and the legality 
of our past actions, the com- 
promise provides a frame- 
work for resolving future 
intellectual property dis- 
putes with our customers." 

Under the terms of the set- 
tlement. Intel is allowed to 
discriminate between its cus- 
tomers for legitimate busi- 
ness reasons. These include 
customers which have bro- 
ken agreements about the 
use of the technical informa- 
tion. and those using the 
information to design com- 
peting microprocessors. 

The PTC said it was still 
pursuing other inquiries into 
alleged antitrust abuses by 
Intel, but has refused to give 
details of its remaining con- 
cerns. FTC officials have 
said the settlement was . 
designed to build confidence 
in the wider industry that 
the agency was prepared to 
take action against Intel 


On the web today 

• Mott down fears fail away in Latin America 

• Veteran policymaker ponders Brazil’s mistakes of the 
past • Janet Reno backs end of counsel dispute 
http^/www.ftcom/americas 
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N Korea missile deal eases fears ? haebo ! r f 


By John Burton in Seoul 

The agreement by North 
Korea this week to allow the 
US to inspect a suspected 
nuclear weapons site has 
eased fears of an imminent 
security crisis in north-east 
Asia, but Washington must 
still tackle the more difficult 
problem of the North's devel- 
opment of long-range mis- 
siles to prevent further 
regional Instability. 

The inspection accord con- 
cluded on Tuesday marks a 
victory for a policy of 
engagement towards North 
Korea favoured by the US 
and the South Korean gov- 
ernment, which has been 
criticised by conservative 
opponents. It Is also likely to 
affect a report to be Issued in 
early April by William 
Perry, a former US defence 
secretary, on US policy 
towards North Korea, which 
had been expected to take a 
hardline stance. 

South Korea yesterday 
welcomed the inspections of 
the large underground facil- 
ity, north-east of Pyongyang, 
and said it was preparing to 
send fertiliser to the North 
to help ease its famine in a 
good will gesture. The US is 
expected to offer later the 
supply of 500,000 tonnes of 
food aid through the World 
Food Programme of the 
United Nations. 

North Korea and the US 
also agreed to resume talks 
on limiting the North's mis- 
sile development and export 
to the Middle East, with a 
meeting scheduled for March 
29 in Pyongyang. 

The North’s firing of a 
long-range Taeopdong-1 mis- 
sile over Japan last August 
is threatening to upset the 
regional security balance. A 


worried Japan agreed to par- 
ticipate in the development 
of a US theatre missile 

defence (TMD) system for 
north-east Asia in response 
to the North's missile test. 

That has provoked an out- 
cry from China, which is 
concerned the US will 
extend the TMD system to 
cover Taiwan. It has further 
strained Sino-US relations. A 
decision by North Korea to 
abandon its missile pro- 
gramme would reduce ten- 
sions and might remove the 
need for an Aslan TMD. But 
the North Insists the missile 
issue is one involving "sov- 
ereign rights” and is expec- 
ted to demand Jlbn in com- 
pensation for suspending the 

North Korea is 
expected to 
demand $1bn in 
compensation 


programme. 

The inspection accord, 
however, is likely to reduce 
the chances of North's firing 
another missile since Pyong- 
yang has a stake in promo- 
ting regional stability by 
receiving agricultural aid, 
analysts in Seoul said. 

Tokyo has warned that it 
would withdraw $lbn in sup- 
port for a 1994 nuclear agree- 
ment, under which Pyong- 
yang agreed to freeze its 
suspected nuclear weapons 
programme in return for fuel 
and safer reactors to be 
financed by Japan, South 
Korea and the US, if the 
North tested another missile. 
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Mtorial" 'Cmunmt; Paso 15 South Korean navy yesterday ralsa a Northern submenribte sunk by artOery fire last December Reuters 


John Burton 

reports on a 
one-man battle to 
prise open the 
conglomerates 

J ang Ha-sung, a professor 
of finance at Korea Uni- 
versity. was preparing 
to fly recently to London and 
New York to persuade for- 
eign fund managers to sup- 
port his campaign for better 
corporate governance at 
Samsung Electronics, the 
world's leading producer of 
computer memory chips. 

But the trip was cancelled 
at the last minute when 
Samsung “expressed its 
unh appiness” to foreign 
investment banks about 
tbeir arranging meetings 
between Mr Jang and insti- 
tutional investors before 
Samsung's shareholders 
meeting on Saturday. 

“We felt [this] harmed the 
spirit of co-operation 
between Samsung and the 
banks,” said Chang Il-hyung, 
vice-president of corporate 
communications at Samsung 
Electronics. “Why should 
they help someone opposing 
usr 

Analysts say the incident 
illustrates how South 
Korea's big conglomerates, 
or chaebol, are still resisting 
demands for improved trans- 
parency and accountability 
despite being blamed for last 
year’s finan cial crisis. It also 
shows how faith in foreign 
investors being able to bring 
about changes at the chaebol 
might be misplaced. 

Mr Jang is used to encoun- 
tering opposition to his cam- 
' paign. When he launched a 
movement for minority 


shareholders' rights, he 
received threatening tele- 
phone calls. But he has 
scored notable victories 
nonetheless. 

A Seoul court last year 
fined top executives of trou- 
bled Korea First Bank 
Won40bn (*32.4ml for mis- 
management in a precedent- 
setting case filed by Mr 
Jang's group, the People's 
Solidarity for Participatory 
Democracy. 

Mr Jang then succeeded in 
placing outside directors on 
the board of SK Telecom. 
Korea's leading mobile 
phone operator, to prevent 
the highly profitable com- 
pany from subsidising 
weaker units of the SK 
group, the nation's fifth big- 
gest chaebol 

The professor is now con- 
centrating most of his atten- 
tion on Samsung Electron- 
ics, the flagship of Korea's 
second-ranked chaebol At its 
shareholders' meeting last 
year, he grilled executives 
for 13 hours about alleged 
bidden subsidies the chip- 
maker gave to the group's 
ill-fated car company. 

H e has also filed a 
suit demanding Lee 
Kun-hee, the Sam- 
sung chairman, and other 
senior executives personally 
reimburse the group 
Won300bn for the alleged 
misuse of corporate funds 
for illegal political contribu- 
tions and investments in 
failed subsidiaries. 

Mr Jang is preparing to 
press his case at the share- 
holders' meeting on Satur- 
day by demanding changes 
to the company's bylaws 
that would boost minority 


shareholders rights and 
increase the supervisory 

power of the board over the 
decisions of the group’s fam- 
ily owners. 

"Samsung Electronics is 
one of the best companies in 
Korea," says the youthful- 
looking 45-year-old professor, 
a doctoral graduate from the 
Wharton School of Finance 
in the US. “1 trust the profes- 
sional managers, but the 
problem is with the chair- 
man and the group manage- 
ment." 

On paper, Mr Jang has a 
good chance of winning 
since foreign shareholders 
control 52 per cent of Sam- 
sung Electronics. But Sam- 
sung recently conducted an 
international roadshow to 
collect proxy votes from 
overseas investors. 

Equity analysts agree the 
proposed changes by Sam- 
sung do not go far enough, 
but "most shareholders are 
not likely to be antagonistic 
as long as the management 
is competent", said one. 

“We have met Professor 
Jang more than halfway by 
adopting 90 per cent of his 
proposals,” said Mr Chang, 
although Samsung is still 
resisting the cumulative vot- 
ing system and board 
approval for internal trans- 
action of WonlObn or more 
because they “ignore busi- 
ness reality". 

Samsung Electronics 
agreed with other companies 
targeted by the professor, 
including SK Telecom, 
Hyundai Heavy Industries. 
LG Semicon and Daewoo 
Corp, to hold tbeir share- 
holders’ meeting on the 
same day to prevent him 
attending all the events. 
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A Pakistani anti-corruption court yesterday abruptly closed 
the hearing in a case against Benazir Bhutto, the former 
prime minister, and said a verdict could be announced on 
Monday. _ 

The case involves accusations that Ms Bhutto a™ her 
husband, As if AH Zardari, received a 6 per cent commis- 
sion in kickbacks for a contract given to the Geneva- 
based SGS, the Swiss cargo pre-inspection group. 

A conviction could make Ms Bhutto and Mr Zardari lia- 
ble to up to seven years' imprisonment and disqualification 
as members of the parliament However, they could appeal 
to the supreme court, lawyers sakl 
The case Is one of several facing Ms Bhutto and Mr Zar- 
dari. Ms Bhutto was sacked as prime minister in Novem- 
ber 1996 after accusations of corruption during her rule. 
Her husband, a minister in her government, also faced 
accusations of receiving kickbacks to influence govern- 
ment contracts. Farhan Bokhari, London 
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Annan backing for trial 

Kofi Annan, UN secretary-general, recwnmend^ye^- 
day that Cambodia's Khmer Rouge leaders be tried before 
an International tribunal rather than a national court, his 

fcfunacceptable in the face of genockte," Mr 
mS! 3£ SKTS UN General 
Security Council. The Khmer Rouge are held responsiWe 
for the deaths of more than 1m people in the 1970 s - Th® 
Cambodian government last Friday reflected an interna- 
tional trial as recommended by a three-member panel 
appointed by Mr Annan. Reuters, UN 

MEETING WITH I EU 

Asean backing for Burma 

its human 

rights record. Reuters, Jakarta 
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UN Human ^^tinghtetwir of EU capitals in 

Chinese ^counterpart. Tafa 
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improve human ^^. ll lS[f‘ m - in fetera would discuss 
Ms HaJonen said EUforwg resolution at their 

whether to press not say 
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be a unanimous decision oy 

UK ADVICE TO EXPA T RIATES _ 

Dhaka assault alleged 

The British H'ph Con^j^^^^^l^^^pdkaata- 

SS^SSShS - »■ ^ ^ anesedl rape 

Brtifch woman ^'“i'.'S^'assaulted when she went 
■n* woman mTloss of some par- 
te a Dhaka fo #Snatie sources. TheBnt- 

sonal property, accoraing ^ advised Britons ^hat 
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ties with 
India 

By Mark Nicholson in New Delhi 

South Asia’s foreign 
ministers begin a two-day 
regional summit in Sri 
T^nka today - a gathering 
that will be most closely 
watched for signs of progress 
in recently improved rela- 
tions between nuclear rivals 
India and Pakistan. 

Jaswant Singh, India's for- 
eign minister, will meet Sar- 
taj Aziz, his Pakistani coun- 
terpart, for an “informal" 
direct meeting tomorrow in 
the margins of the summit, 
offering the first indication 
of the two sides’ ability to 
build on the goodwill gener- 
ated at last month's summit 
In Lahore. 

Both sides promised then 
to upgrade bilateral talks to 
foreign minister level, but 
failed to set a schedule for 
such meetings, or indeed for 
a reciprocal visit to India by 
Nawaz Sharif, Pa kis ta n 's 
prime minister. Tomorrow's 
meeting may flesh out these 
broad promises. 

Any signs of a further 
thaw in bilateral relations 
are likely to overshadow the 
working agenda of the 
seven-nation South Asian 
Association for Regional 
Co-operation (Saarc) meeting 
in the Sri Lankan hill resort 
of Nuwara EUJa, 180km east 
of Colombo. 

The ministers meet under 
tight security following a 
suicide bombing near the 
site of the summit this week 
and police discoveries of 
undetonated bombs nearby. 

The foreign ministers of 
India, Pakistan, Bangladesh, 
Sri Lanka. Nepal, Bhutan 
and the Maldives are expec- 
ted to review progress 
towards a third round of tar- 
iff cuts within the 14-year- 
old grouping, while consider- 
ing a report on Saarc’s 
longer-term future - includ- 
ing proposals to create a . 
fUlly fledged regional eco- 
nomic union. Saarc leaders 
have agreed to conclude a 
free trade treaty by 2001, 
which they expect could be 
implemented by 2011. 

The focus on India-Pakis- 
tan relations is nevertheless 
appropriate, given that their 
traditional animosity has 
been among the chief rea- 
sons for the relative modesty 
of Saarc’s achievements. 

Though intra-regional 
trade has risen slightly since 
it began seriously addressing 
tariff and other commercial 
issues In 1993, It still 
accounts far just 4 per cent 
of the seven countries' total 
foreign trade. Analysts 
believe intra-regional trade 
could be more than doubled 
within five years, given 
greater trade liberalisation. 
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If you want to taste and experience the tropics at 
their best, then visit Malaysia. Take time out to relax 
on one of the many unspoilt beaches, sample the 
diverse local cuisine and the richness of culture. 
Malaysia is always a great place to be. 

Find out more about Malaysia by seeing the feature in FT Weekend section on Saturday 


MALAYSIA 

http://tourism.gov.my 
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MOTOR INDUSTRY FAIR TRADING CHIEF ATTACKS REFUSAL O F SU PPLI ERS TO GIVE VOLUME DI SCOUNTS 

Competition probe into vehicle sales 
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PA News Reporters in London 

The Monopolies and Mergers 
Commission is to investigate 
vehicle sales. 

The investigation, which 
mirrors a similar inquiry in 
1992. follows a seven-month 
inquiry by the Office of Fair 
Trading involving manufac- 
turers, dealers and dealer 
transactions. 

John Bridgman, director- 
general of fair trading, said 
yesterday. "It is clear that 
the market isn’t working 
properly and that there is an 
imbalance of power between 


German 
model for 
trade 
unions 


By Robert Taylor, 

Employment Editor 

The Trades Union Congress 
is launching a 10-year pro- 
gramme to modernise 
unions through drastic 
restructuring. The plan Is for 
fewer, sector-based unions 
following the German model. 

The TUC fears an out- 
break of inter-union disputes 
alter the introduction of 
union recognition in compa- 
nies later this year and 
wants to minimise this dan- 
ger. John Monks. TUC gen- 
eral secretary, said It would 
involve the most radical 
attempt at reform for more 
than 40 years. "We want to 
develop a mom logical struc- 
ture that promotes partner- 
ship and cooperation.” 

His proposals, approved by 
senior union leaders yester- 
day, involve a new union 
structure with a speed-up in 
union mergers. At present 
the TUC has 76 unions cover- 
ing 6i5m workers. Mr Monks 
wants to see fewer unions 
“desirably perhaps with one 
union in key sectors like 
public services, education, 
transport, private services 
and manufac turing”. 

He stressed, however, that 
smaller, occupation-based 
unions would have a role in 
the future. Workers were 
changing jobs more fre- 
quently and unions must 
become more adaptable so 
members could change 
unions while retaining their 
benefits. 

His consultation plan 
wants unions to wake up to 
the new individualistic mood 
among workers with their 
"freedom to choose" what 
union to join, says: “The 
TUC is, on occasion, increas- 
ingly hard-pressed under its 
present rules to oppose that 
mood especially as our pres- 
ent structure lacks convinc- 
ing logic. TUC rulings can 
much more easily and 
uncomfortably be presented 
as anti-democratic and anti- 
freedom.” 


manufacturers and dealers 
which is distorting competi- 
tion." 

In a strong attack on the 
motor Industry, Mr Bridge- 
man spoke of “suppliers’ 
continued refusal to give vol- 
ume discounts to dealers 
which could be passed an to 
the consumer as lower prices 
and by other practices 
designed to exert a strong 
influence over selling 

prices”. 

He added: “Our inquiry 
met with a dilatory and 
unco-operative response 
from some manufacturers 


and dealers, and has taken 
far longer than it should 
have done because of that." 

The official spokesman for 
Tony Blair, the prime minis- 
ter. said the government 
welcomed the referral. 
“Hopefully it will lead to a 
better deal for British con- 
sumers,” he said. 

There has been a trend for 
manufacturers to reduce 
trade discounts and make up 
the shortfall for favoured 
dealers with discretionary 
bonuses . the OFT said. 
“These bonuses can be used 
to put pressure on a dealer 


to toe the line on prices and 
not sell vehicles outside 
their allocated areas," it 
added. 

The Society of Motor Man- 
ufacturers and Traders said; 
“Manufacturers and retailers 
have nothing to hide.” 

Zt added that the European 
market was “highly regu- 
lated and competitive" and 
the industry worked within 
UK and European rules. 

Paul Everitt, head of pol- 
icy at the SMMT, said: “We 
are complying with the rules 
and we believe that the Brit- 
ish consumer is getting a 


good deal We are offering 
very competitive prices. You 
have to remember that the 
prices compared in Euro- 
pean surveys look merely at 
the list price of vehicles. 
What people actually pay in 
Britain is usually a lot less. 

“We note that the terms of 
reference for the MMC are 
very, very broad. It will not 
be looking into specific prac- 
tices but looking at the 
whole sales and distribution 
system across the board-” 

Mr Bridgeman's referral of 
the issue to the MMC was 
warmly welcomed by the 


Consumers' Association. 
“The OFT have confirmed 
our findings that the car 
market Is not working and 
the cosy relationship 
between manufacturers and 
dealers is producing unjusti- 
fiably high prices for UK 
consumers,” said Sheila 
McKechnie, the organisa- 
tion's director. 

Mr Bridgeman’s investiga- 
tion follows a number of sur- 
veys showing many new 
cars are far cheaper in main- 
land Europe than in the UK. 

Lex, Pape 16 


Rail plan sheds little light on questions of timing 


Reaction to the report on a public-private 
partnership for London Underground has 
been cautious, says Charles Batchelor 


T he plan to bring private 
capital to the London 
Underground railway 
network has become clearer 
this week. The “progress 
report", compiled by London 
Underground In consultation 
with the government, shed 
light on many of the issues 
that have concerned 
would-be private bidders for 
concessions on the railway 
over the past 12 mouths. 
London Underground is the 
state-owned operator of tbe 
railway. 

It confirmed the basic 
structure of the public- 
private partnership. The 
infrastructure - track, tun- 
nels and stations - will be 
leased to the private sector 
under concessions lasting 
between 25 years and 30 
years, but operations will 
remain with a publicly 
owned body. 

It also eased growing fears 
that the prqject had become 
entangled in its own com- 
plexity. But it still leaves 
crucial questions unan- 
swered on timing, risk trans- 
fer and the number of con- 
cessions. Tbe timetable 
concludes in early 2000 with 
the evaluation of the bids. 
The government might 
decide at that point that 
none of the bids offered 
value for money and opt for 
an alternative strategy. 

It is unlikely the project 


could restart on a different 
tack, but there are plenty of 
other suggestions for fund- 
ing the railway - including a 
proposal for a transport 
authority with its own fund- 
raising powers. 

The government will have 
in mind the Channel tunnel 
rail-link fiasco, in which the 
firamras had to be restruc- 
tured when it became clear 
that passenger number fore- 
casts were over-optimistic. 

The tentative date set for 
completion of tbe public- 
private partnership for the 
Underground is “late 2000 or 
2001”. No firm deadline has 
been set because this would 
strengthen the hand of the 
private sector bidders In 
negotiations with tbe gov- 
ernment says Tony Boulter 
of PwC, financial advisers to 
tbe project. But tbe time- 
scale puts tbe project peril- 
ously close to a possible 
national election early in 
2001 . 

Allocating risk between 
the public and private sec- 
tors has proved exception- 
ally tricky for the railway, 
where the exact state of 
100-year-old tunnels and 
embankments can be diffi- 
cult to assess. 

It has also been difficult to 
devise a scheme flexible 
enough to take account of 
changing investment needs. 

The proposed solution is to 
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review the contracts every 
7% years. This would allow 
payments to the companies 
to be reduced if costs were 
cut through efficiency 
improvements, or increased 
If more spending were 
needed. Any disagreements 
over the charges at the 
review stage would be 
resolved by an independent 
arbiter. 

This formula takes 
account of any gradual dete- 
rioration in the railway’s 
infrastructure but leaves 
unresolved the issue of sud- 


den catastrophic failure. 
Underground chiefs know 
much more about the state 
of the network's infrastruc- 
ture than British Rail did at 
a similar stage in its privati- 
sation. says Denis Tunni- 
cliffe, London Transport's 
chief executive. British Rail 
was the operator of tbe 
national state network apart 
from the Underground. 

But this assurance is 
unlikely to satisfy the pri- 
vate sector and it appears 
likely that catastrophic risk 
will be left with the public 


sector. London Underground 
is working on the assump- 
tion that there will be three 
infrastructure concessions - 
one for the shallow, sub-sur- 
face lines and two for the 
deep tunnels. But it does not 
exclude the possibility of 
more than one concession 
being bundled into a single 
contract. The sub-surface 
concession is expected to 
require £3.16bn (S5.08bn) of 
investment over the next 15 
years: the two deep-line con- 
cessions would require 
£2JJlbn and £2.67bn. 


Clinton urged to act on N Ireland impasse 


FT Reporters in Wash i ngton 
and London 


President Bill Clinton was 
yesterday urged to step up 
pressure on Gerry Adams, 
president of Sinn Fdln, the 
political wing of the Irish 
Republican Army, to break 
the deadlock in the North 
Ireland peace process. 

David Trimble, the Ulster 
Unionist party leader and 
first minister in the region's 
new administration, insisted 
in Washington yesterday 


that Mr Clinton could use “a 
number of discreet pressure 
points” to begin the process 
of decommissioning paramil- 
itary weapons. 

In a reference to Mr 
Adams paining a US visa in 
1995, Mr Trimble said: “The 
president has some favours 
to call in." 

However, the White House 
again played down expecta- 
tions of intervention as 
Washington marked St Pat- 
rick's Day with a series of 
talks between US and Irish 


political leaders. James 
Steinberg, the president's 
deputy national security 
adviser, said: “This is clearly 
sot a negotiating session. 
This is not the role that tbe 
US plays as part of the peace 
process." 

Martin McGumness. Sinn 
F&n's chief negotiator, told 
a St Patrick’s Day dinner in 
Scranton. Pennsylvania, that 
unionists were slowing down 
the implementation of the 
agreement by elevating the 
decommissioning of IRA 


weapons over other issues. 

At a function organised by 
the Friendly Sons of St Pat- 
rick, he said the “sense of 
political resurrection" last 
Easter had been substituted 
recently by “anxiety, con- 
cern and despair”. 

• A leading loyalist was 
yesterday shot dead In Bel- 
fast, Northern Ireland's prin- 
cipal city. Frankie Curry had 
been linked to dissident loy- 
alist (anti-nationalist) groups 
after being expelled from the 
Red Hand Commando which 


is observing a ceasefire. He 
was released from prison on 
Monday after serving a short 
sentence for a motoring 
offence. 

Police said last night that 
the motive for the killing 
remained unclear. However, 
both loyalist and republican 
sources discounted earlier 
reports that it may have 
been a retaliation by republi- 
cans for the murder on Mon- 
day of Rosemary Nelson, the 
lawyer who was blown up by 
a bomb in her car. 


Territories are 
given terms of 
passport offer 


By David Buchan. 

Diplomatic Editor 

The government yesterday 
told Britain's overseas terri- 
tories that they must rapidly 
bring regulation of their 
financial centres up to UK 
standards as part of the 
price of their people regain- 
ing full British citizenship. 

Robin Cook, the foreign 
secretary, proposed “a 
renewed contract" between 
Britain and its remaining 
outposts of empire. 

In return for offering UK 
passports, the UK govern- 
ment also makes clear it 
expects the territories to 
observe UK norms in human 
rights and environmental 
protection as well as finan- 
cial regulation. The territo- 
ries, which have a total pop- 
ulation of fewer than 200,000. 
include Gibraltar and the 
Falkland Islands whose resi- 
dents already have UK pass- 
ports. The others, with a 
total population of about 
150.000, are island territories 
in the Caribbean. Atlantic 
and Pacific. 

The UK government said 
that by the end of this year 
it wants overseas territories 
to complete several mea- 
sures. 

They should regulate their 
offshore companies, prevent 
money laundering, modify 
secrecy laws to allow 
co-operation with interna- 
tional investigations, create 
licensing regimes that pro- 
mote fair competition and 


establish independent regu- 
latory authorities. The UK 
Overseas Territories Associ- 
ation (Ukota) claimed yester- 
day that most of these mea- 
sures. which are aimed at 
Caribbean tax havens, were 
already in place. 

Cayman Island and British 
Virgin Islands had signed up 
to the Vie nna Convention on 
money laundering, Turks 
and Caicos and Anguilla 
were in the process of doing 
so, while only a recent elec- 
tion had prevented Bermuda 
from adding fiscal crimes to 
those covered by the conven- 
tion. 

However, Ukota conceded 
that few overseas territories 
yet had independent regula- 
tory regimes. Financial regu- 
lation in Gibraltar is already 
np to UK standards, the gov- 
ernment asserts, despite 
Spain’s contrary cl aims 

The UK Foreign Office 
cautions of the knock-on 
effect of EU legislation. It 
notes Britain signed up to 
the 1997 EU code of conduct 
against “harmful tax mea- 
sures", and that member 
states are committed to 
ensuring the principles of 
the code are adopted in their 
dependent territories. 

It also warns that if 
Britain loses its fight against 
current EU moves to tax 
non-resident savings or pro- 
vide information on such 
income to other states, then 
the territories might have to 
comply with any new EU 
measure. 


MURDOCH EMPIRE ALLEGATION FOCUSES ON SOCCER CLUB BID FROM BROADCASTER 

Fair trading office in leak claim 


By David Wigbton and Cathy 
Newman to London 


The Office of Fair Trading 
was last night accused by 
ministers and officials of 
being connected to an 
alleged leak of the Monopo- 
lies and Mergers Commis- 
sion’s report into the contro- 
versial £624m f$lbn) bid by 
British Sky Broadcasting for 
the Manchester United soc- 
cer club. 

The OFT strenuously 
denied any Involvement in a 
newspaper report which 
suggerted that the MMC bad 
called for the takeover to he 
blocked. BSkyB is the satel- 
lite television network in 


which Rupert Murdoch’s 
media conglomerate is the 
biggest stakeholder. 

Most observers had expec- 
ted the MMC to clear the 
takeover subject to condi- 
tions and BSkyB and Man- 
chester United both fell 
sharply In London. United's 
shares fell 21p to 219p, while 
BSkyB’s shed 7' ip to 542 , /*p. 

The MMC report is known 
to be “highly complex” and 
some competition experts 
believe it may have con- 
cluded that the takeover 
would operate against the 
public interest without 
□ndertakings from BSkyB 
and that there were doubts 
about the enforceability of 


the conditions. The under- 
takings would be designed to 
prevent BSkyB using its 
ownership of tbe club to 
gain an unfair advantage 
when negotiating broadcast- 
ing rights to football 
matches. 

John Bridge man, the head 
of the OFT, Is believed to be 
concerned about the take- 
over and there was specula- 
tion last night that be had 
recommended it be blocked, 
even if the MMC had given it 
conditional clearance. 

The MMC’s conclusions on 
the controversial deal were 
delivered on Friday to Step- 
hen Byers, the chief industry 
minister, who is expected to 


announce the final decision 
on tbe deal next month. 

There is considerable polit- 
ical pressure on Mr Byers to 
block the takeover which 
critics claim would give 
Rupert Murdoch, who con- 
trols 40 per cent of BSkyB, 
an unfair advantage in nego- 
tiating broadcasting rights 
to football matches. 

But the government Is also 
anxious not to alienate Mr 
Murdoch who attacked tbe 
decision to refer the bid to 
the MMC as politically moti- 
vated. City analysts were 
surprised by the suggestion 
than MMC had in effect rec- 
ommended the bid be 
blocked. 


news digest _ 

GENETICALLY 

Fast food restaurants will 
have to name ingredients 

pizza restaurants and other fast 

tell customers if their takeaways contain 

fled products, under new rules to be aruiouriced by 

gwSiit Jeff Rocker. 

announce that companies will to . 

£5,000 ($8,050) if they fail to dedare GM ingr^iaTts^^ 
Mr Rooter’S initiative on GM food labelling is the latest 
move by the government to allay public ?^ t ^ ri ,ssue ' 
and w? apply to all areas of ^ 
taurant menus will have to indicate clearty if a meal 
Includes GM products. Labelling rules aIr ®^ 
food sold .in shops. Mr Rocker has consulted the catering 
industry widely to develop a set Of njles which would 
apply equally to takeaway outlets. The recent wave of 
publicity about GM foods has prompted many supenrouv 
kets and restaurants to announce that they would stop . 
selling modified products. George Parker, London 


EDUCATION 


School to adopt baccalaureate 

Sevenoaks, one of the country’s famous private schools, is 
to abandon the A-level examination , system next year In 
favour of the International Baccalaureate. The move rs 4he - 
first by a school from the elite Headmasters’ and Head- 
mistresses’ Conference which Includes many of the most 
famous UK schools, including Eton and Harrow. The gov- 
ernment is already preparing to unveil plans for radical 
reform of the A-level. the results of which decide students' 
applications for university entrance. 

If other top schools follow suit, then the government's 
plans, which are due to take effect from September'2000, 
could be undermined. Winchester College, which topped 
last year's FT league table of schools, is considering a 
switch to the International Baccalaureate, amid fears that 
the government’s plans will reduce the academic rigour of 
the traditional A-level. Tommy Cookson, headmaster of 
Sevenoaks, which was founded in 1418, said: “The Inter- 
national Baccalaureate has won a well-deserved reputation 
for intellectual rigour, coupled with breadth of study, at 
universities in Britain, on the [European] continent, and In 
America's Ivy League." Simon Targett, London 


COMPUTER READINESS FOR 2000 


% 


Institutions are on ‘red list’ 

Twelve large financial institutions are still at serious risk of 
failing to bring their computer systems up to scratch to 
deal with tire millennium computer “bomb”. They are on a 
“red list” drawn up by the Financial Services Authority, the ‘ 
UK financial watchdog, which has been leading efforts to - 
make sure that banks and insurers are ready for the year 
2000. when some systems might have problems with the 
double 00 date. Michael Foot, head of financial supervision 
at the FSA, told a London conference yesterday: “In the 
last resort and where it is apparent there is no better way 
to prefect depositors, investors, policy holders or the 
integrity of markets, we will take action to restrict a firm's 
business or in extreme cases to remove its authorisation 
altogether.” George Graham, London 


ANIMAL RIGHTS CAMPAIGN 


Activist jailed for seven years 

An animal rights campaigner was yesterday jailed for 
seven years for conspiring to cause explosions. A court in 
Northampton, central England, heard that Anthony Humph- 
ries, 33. an electrician, had planned to firebomb drug com- 
panies involved in tests on animals. The judge told Mr 
Humphries, who denied conspiracy to cause an explosion 
and possession of an explosive substance, that his 
offences were so serious that prison was the only option. 


CUFFT0P EROSION 


# 


Lighthouse dragged from edge 

An 850-tonne lighthouse was dragged back from a crumb- 
ling cliff edge near Beachy Head in southern England yes- 
terday two months after part of a nearby chalk cliff col- ' 
lapsed into the sea in the biggest UK coastal erosion 
incident for many years. The Belle Tout Lighthouse is one 
of several buildings under threat as the coastline gives ' 
way to advancing tides. Increasing erosion is thought to 
be partly caused by global warming. The redundant granite 
lighthouse, built in 1834, was barely five metres from the 
edge of tire lOOm-hlgh cliffs when ft was pulled back more 
than 15 metres on lubricated steel rails at the rate of a 
metre an hour (picture). The building, last used as a light- 
house in 1902, is now home to a local restaurant owner. 
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Euro will earn no credit at the ‘old money’ pub 


By Satimam Sanghera in 
London 

“One pint costs two pounds 
and six shillings, a father 
proudly informs his uninter- 
ested five-year-old son as he 
stands at the bar at the 
King's Head. "That’s how we 
used to pay for thing s in the 
old days. There were 12 
pennies to the shifting and 
20 shillings to the pound.” 
Twenty-eight years after 
the snitch to a de cimal ster- 
ling, with 100 pennies to the 
pound, Dan Crawford, the 
landlord at the King’s Head 
Theatre pub in Islington. 
London, continues to insist 
on working in tanners, bobs, 
ha'pennies and threepenny 
bits - or six old pennies, one 
s hillin g, half an old penny 
and three old pennies. 


The clock may have 
started ticking for the intro- 
duction of tbe euro but Mr 
Crawford is still coping with 
the changeover from old 
pennies to decimal pence. 
Many of the old coins 
dropped in the early 1970s 
were larger and heavier than 
any now in circulation. Even 
the daily accounts and cash- 
ing up to the pub are done 
using the old system. 

“Some pensioners commit- 
ted suicide after the change 
to decimalisation.” says Mr 
Crawford. “If you are 80 
years old, it can have a deep 
psychological effect if you 
suddenly don't know how 
much money you have in 
your hand. 1 can see it hap- 
pening again if the euro is 
introduced. There was con- 
siderable emotion attached 


to the pre-decimal currency, 
and there is even more 
attached to tbe pound-' 1 

After the change to deci- 
mal sterling in isn, some 
shopkeepers carried on 
demanding old money. In a 
couple of cases, bus conduc- 
tors ejected passengers who 
dared to give them the new 
money. Mr Crawford is the 
last fighter in tbe battle 
against decimalisation. 

Richard Lobel. the founder 
of Coincraft, a London-based 
coin dealer, says: "Britain's 
pre-decimal currency 
stretched back to 
Anglo-Saxon times and 
beyond and people were very 
attached to il. People still 
remember the pre-decimal 
currency with tremendous 

affection.’' 

Mr Crawford agrees: "I 


admit that my cause isn’t 
the most important in the 
world, but the old currency 
had an amazing heritage 
which we have now lost. 
People are still very fond of 
it." 

Like tbe changeover plan 
for the euro, when the time 
came for decimalising ster- 
ling the government 
launched a campaign to pre- 
pare the country for the 
change. The Decimal Cur- 
rency Board was charged 
with supervising the swit- 
chover which eventually 
cost the Treasury' between 
£10Om and £i50m ($161m and 
S241.5m>. The board's verdict 
in tts final report in Decem- 
ber 1971. after it had com- 
pleted one of the most inten- 
sive publicity campaigns 
ever directed, said that the 


changeover had been 
‘’smooth”. But in 1972 the 
National Consumer Protec- 
tion Society concluded that 
it had been a year of “confu- 
sion. dissatisfaction, incredi- 
ble price rises and trial for 
old people." 

Similar fears are being 
raised about the changeover 
to the euro. "Some older 
people will find a currency 
change very difficult," says a 
spokesman for Age Concern. 
“Older people are likely to 
remember the inflation that 
they consider was caused 
when tbe UK went decimal. 
It would be helpful if the 
government could announce 
any action it intends to take 
to ensure that retailers do 
not increase prices unneces- 
sarily on the launch day." 

If decimalisation proved 


difficult for some sections -Of 
the public, then- the euro 
changeover will cause even 
more problems, says Ken- 
neth Porter, senior manager . 
at Defoitte Consul ting- 
“ Decimalisation was an; 
easier change for several 
reasons. The overall value of 
£1 stayed tbe same and np . 
notes changed.” 

In the meantime, -the -j 
King’s Head Theatre pub is 
bracing itself for another - 
battle. “Nobody has, as yet, 
put a gun to my head to 
make me convert, but we are 
obliged to have dual pric- 
ing” adds Mr Crawford. "I 
suppose that we might have 
to have triple pricing if we 
lose the pound. It would be 
far easier if they just divided 
the euro into shilling s and 
pennies." 



FINANCIAL TIMES THURSDAY 


MARCH 18 1999 



Everyone's more than a 
little familiar with "com.” But 
how about the company 
behind the dot? At Sun, every- 
thing we make, everything we 
do (and have always done) is 
about launching companies 
into the Network Age. 

And that's what the dot in 


.com is all about 

Our scalable enterprise 
servers power the Net from 
the workgroup to the data 
center. And as information 
expands on the Net. our open 
network storage systems 
expand along with it. 

Our lava’ software is becom- 
ing the de facto standard plat- 
form for Net-based computing. 
Our Jini" technology is further 
simplifying computing on the 
Net, enabling a world Where 
all kinds of consumer devices 
connect to the Net— and to 
one another. 

Solaris" is the 64-bit enter- 
prise software environment for 
the Net, delivering the strength 
and safety of a mainframe 
with the ease of use of a PC. 

Our UltraSPARC" 64-bit 
processor is what you might 
call the high-performance 
engine behind the Net. And 
our service, support and con- 
sulting experts tailor solutions 

for moving your company to 

the Net and getting the most 


out of it 

Suffice it to say, there's a 

lot going on behind the dot 
in.com. 

What can we .com for you? 


We’re the dot in rfomT 




10 


fin ancial times 


THURSDAY MARCH IS 1999 


V 


BILL GATES 


/ 


^7 


/ 


ON BUSINESS 


Speed gives life to 
digital nervous system 

The pace of change in business grows ever faster. In response, says Bill Gates, 
companies must exploit the untapped potential of the computers they already own. 

This is the first of four days of extracts the FT is publishing from his new book 
Business @ the Speed of Thought: Using a Digital Nervous System 

B usiness Is going to We have infused our poorly, you'll go out of business. everything from the latest sales 

change marc Ln the next organisation with a new level of But no matter whatever else numbers to the company pensior 
10 yeans than it has in electronic-based intelligence. I'm you have going for you today - plan - Just a few clicks away for 
the past 50. If the 1980s not talking about anything smart employees, excellent everyone who can use it. 


B usiness is going to 

change more In the next 
10 years than it has in 
the past 50. If the 1980s 
were about quality and the 1990s 
were about re-engineering, then 
the 2000s will be about velocity. 
About how quickly the nature of 
business will change. About how 
quickly business Itself will be 
transacted. Quality 
improvements and business 
process improvements will occur 
far faster. 

When the increase in velocity 
of business is great enough, the 
very nature of business changes. 

A manufacturer or retailer that 
responds to changes in sales in 
hours instead of weeks is no 
longer at heart a product 
company but a service company 
that has a product offering. 

These changes will occur 
because of a disarmingly simple 
idea: the flow of digital 
information. We're been in the 
Information Age for about 30 
years, but because most of the 
information moving among 
businesses has remained in paper 
form, the process of buyers 
findin g sellers remains 
unchanged. 

Very few companies are using 
digital technolog}' for new 
processes that radically improve 
how they function, give them the 
full benefit of all their employees' 
capabilities, and give them the 
speed of response they will need 
to compete in the emerging 
high-speed business world. 

Most companies don't realise 
that the tools to accomplish these 
changes are now available to 
everyone. Though at heart most 
business problems are 
information problems, almost no 
one is using information well. 

Too many senior managers 
seem to take the absence of 
timely information as a given. 
People have lived for so long 
without information at their 
fingertips that they don't realise 
what they're missing. 

Even companies that have 
made significant investments in 
information technology are not 
getting the results they could be. 
What’s interesting is that the gap 
is not the result of a lack of 
technology spending. In fact, 
most companies have invested in 
the basic building blocks: PCs for 
productivity applications; 
networks and electronic mail 
(e-mail) for communications; 
basic business applications. 

The typical company has made 
80 per cent of the investment in 
the technology that can give it a 
healthy flow of information, yet 
is typically getting only 20 per 
cent of the benefits now possible. 

The job most companies are 
doing with information today 
would have been fine several 
years ago. Getting rich 
information was prohibitively 
expensive, and the tools for 
analysing and disseminating it 
weren't available in the 1980s and 
even the early 1990s. But here on 
the edge of the 21st century, the 
tools and connectivity of the 
digital age give us a way to easily 
obtain, share and act on 
information in new and 
remarkable ways. 

Already, the new work style is 
changing business processes at 
Microsoft and other companies. 
Replacing paper processes with 
collaborative digital processes 
has cut weeks out of our 
budgeting and other operational 
processes. Groups are using 
electronic tools to act together 
almost as fast as a single person 
could act, but with the insights of 
the entire team. Highly 
motivated teams are getting the 
benefit of everyone's t hinkin g 
With faster access to 
information about our sales, our 
partner activities and. most 
importantly, our customers, we 
are able to react faster to , 

problems and opportunities. 

Other pioneering companies 
going digital are achieving 1 

similar breakthroughs. I 


We have infused our 
organisation with a new level of 
electronic-based intelligence. Tm 
not talking about anything 
metaphysical or a weird episode 
from Star Trek. But It is 
something new and Important 
To function in the digital age, 
we have developed a new digital 
infrastructure. It's like the 
h uman nervous system. The 
biological nervous system 
triggers your reflexes so that you 
can react quickly to danger or 
need. It gives you the 
information you need as you 
ponder issues and make Choices. 
You're alert to the most 
I important things, and your 
nervous system blocks out 
information that isn't important 
Companies need to have that 
same kind of nervous system: the 
ability to run smoothly and 
efficiently, to respond quickly to 
emergencies and opportunities; 
to quickly get valuable 
information to the people in the 
company who need it the ability 
to make decisions quickly and 
interact with customers. 

That is what 1 mean by the 
concept of "the digital nervous 
system". A digital nervous 
system is the corporate, digital 
equivalent of the human nervous 
system, providing a 
well-integrated flow of 
information to the right part of 
the organisation at the right 
time. A digital nervous system 
consists of the digital processes 
that enable a company to 
perceive and to react to its 
environment, to sense competitor 
challenges and customer needs, 


poorly, you'll go out of business. 

But no matter whatever else 
you have going for you today - 
smart employees, excellent 
products, customer goodwill, 
cash in the bank - you need a 
fast flow of good information to 
streamline processes, raise 
quality, and improve business 
execution. 

See If you have the information 
to answer these questions. 

What do customers think about 
your products? What problems do 
they want you to fix? What new 
features do they want you to 
add? What problems are your 
distributors and resellers 
running Into as they sell your 
products or work with you? 

Where are your competitors 
winning business away from yon, 
and why? Will changing 
customer demands force you to 
develop new capabilities? What 
new markets are emerging that 
you should enter? 

A digital nervous system won't 
guarantee you the right answers 
to these questions. It will free 
you from tons of old paper 
processes so that you'll have the 
time to think about the 
questions. It will give you data to 
jump-start your thinking about 
them, putting the information 
out there so that you can see the 
trends coming at you. 

And a digital nervous system 
will make it possible for facts and 
ideas to quickly surface from 
down in your organisation, from 
the people who have information 
about these questions and, most 
likely, many of the answers. 

To do information work, people 


Anatomy of the Digital Nervous System 


A Digital Henan System 
comp rts wlte fflgttal 
processes flat ctosefy 6nh 
way aspect of a company’s 
BiaugMs and actions. Basic 
operations such as finance 
amt production, plus 
feedback from customers, 
an etedronfcaS? accasstte 

to a company's knowledge 
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and to organise timely responses. 
A digital nervous system 
requires a combination of 
hardware and software. 

It's distinguished from a mere 
network of computers by the 
accuracy, immediacy and 
richness of the information it 
brings to knowledge workers and 
the insight and collaboration 
made possible by the 
information. 

A digital nervous system will 
let you do business at the speed 
of thought - the key to success 
In the 2lst century. 

The force of facts 

I have a simple but strong belief. 
The most meaningful way to 
differentiate your company from 
your competition, the best way to 
put distance between you and the 
crowd, is to do an outstanding 
job with information. How you 
gather, manage and use 
information will determine 
whether you win or lose, 

I can anticipate your reaction. 
No, it's efficient processes! It's 
quality! It's creating brand 
recognition and going after 
market share! It’s getting close to 
customers! 

Success, of course, depends on 
all of these things. Nobody can 
help you if your processes limp 
along. If you aren't vigilant about 
quality, if you don't work bard to 
establish your brand, If your 
customer service Is poor. A bad 
strategy will fail no matter bow 
good your information is. Lame 
execution will stymie a good 
strategy. If you do enough things 


ln the company have to have 
ready access to information. 

Until recently, though, we’ve 
been conditioned to believe that 
“the numbers" should be 
reserved for the most senior 
executives. 

A few executives might still 
want to hold information close ln 
the interests of confidentiality, 
but for the most part access to 
information has been restricted 
simply because It used to be so 
hard to get It took time, effort 
and money to move it around. 

It was so expensive to pull data 
out of a mainframe, and it took 
so much labour to try to 
correlate the data, that you had 
to be at least a vice-president to 
order up the work. Even then, 
the information was sometimes 
so inconsistent or out of date that 
you'd have people from different 
departments showing up at 
high-level meetings with 
different data 

On today's computer networks 
you can retrieve and present data 
easily and inexpensively. You 
can dive into the data to the 
lowest level of detail and pivot it 
to see it in different dimensions. 
You can exchange information 
and ideas with other people. 

You can Integrate the ideas 
and work of multiple people or 
teams to produce a well 
thought-out and co-ordinated 
result We need to break out of 
the mind-set that getting 
information and moving 
information around is difficult 
and expensive. It’s only basic 
common sense to make all of 
your company’s data - 


everything from the latest sales 
numbers to the company pension 
plan - just a few dicks away for 
everyone who can use it. 

A company’s middle managers 
and line employees, not only its 
high-level executives, need to see 
business data. It’s important for 
me as a chief executive to 
understand how the company is 
doing across regions or product 
lines or customer segments, and I 
take pride ln staying on top of 
those things. 

However, it’s the middle 
managers in every company who 
need to understand where their 
profits and losses lie, what 
marketing programmes are 
working or not, and what 
expenses are in line or out of 
whack. These employees 
shouldn't have to wait for upper 
management to bring 
information to them. Companies 
should spend less time protecting 
financial data from employees 
and more time teaching them to 
analyse and act on it 

Of course, every company is 
going to draw the line on 
information access somewhere. 
Every company keeps salaries 
confidential. In general, though. 1 
believe in a very open policy on 
information availability. 

A sign of a good digital 
nervous system is middle 
managers empowered by the flow 
of specific actionable 
information. They should be 
seeing sales numbers, expense 
breakdowns, vendor and 
contractor costs, and the status 
of projects online, in a form that 
invites analysis as well as 
co-ordination with other people. 

The systems should notify 
them of unusual developments 
according to criteria they set, for 
example, if an expense item is 
out of line. This way they don’t 
need to monitor normal expense 
activity. These capabilities are 
available at a few companies, but 
Tm continually surprised by haw 
few companies use information 
technology to keep their fine 
managers wellinformed and to 
avoid routine review. 

Pm amazed by the tortuous 
path that critical information 
often takes through many big 
companies. At McDonald's, until 
recently, sales data had to be 
manually "touched” several 
times before it made its way to 
the people who needed it Today, 

I McDonald's is well on the way to 
installing a sew information 
i system that uses PCs and web 
technologies to tally sales at all 
its restaurants in real time. As 
soon as you order two Happy 
Meals, a McDonald's marketing 
manager will know. Rather than 
superficial or anecdotal data, the 
marketer will have bard, factual 
data for tracking trends. 

What I’m describing here Is a 
new level of information analysis 
that enables knowledge workers 
to turn passive data Into active 
information. A digital nervous 
system enables a company to do 1 
information work with far more 
efficiency, depth and creativity. 

To begin creating a digital , 
nervous system, you should first 
develop an ideal picture of the . 
information you need to run your I 

business and to understand your 
markets and your competitors. 
Think bard about the facts that 
are actionable for your company. 
Develop a Ust of the questions to 
which the answers would change 
your actions. Then demand that 
your information systems 
provide those answers. If your 
current system won't, you need 
to develop one that will - one or 
more of your competitors will. 

You know you have built an 
excellent digital nervous system 
when information flows through 
your organisation as quickly and 
naturally as thought in a human 
being, and when you can use 
technology to marshal and 
co-ordinate teams of people as 
quickly as you can focus an 
individual on an issue. It’s 
business at the speed of thought. 


How to make digital information flow an intrinsic part of your company 



For knowledge work 

1) Insist that communication 
flows through the organisation 
over e-mail so that you can act 
on news with reflex-Hke speed. 

2) Study sales data online to 
find patterns and share Insights 
easily. Understand overall trends 
and personalise service for 
individual customers. 

3) Use PCs for business 
analysis, and shift knowledge 
workers into higtHevei thinking 
work about products, 


services, and profitability. 

4) Use digital tools to create 
cross-departmental virtual teams 
that can share knowledge and 
build on each other's Ideas in 
real time, worldwide. Use digital 
systems to capture corporate 
history for use by anyone. 

5) Convert every paper process 
to a digital process, eliminating 
administrative bottlenecks and 
freeing knowledge workers for 
more important tasks. 

Ffir business operations 

6) Use digital tools to eliminate 
single-task jabs or change them 
into value-added jobs that use 
the skills of a knowledge worker. 


7) Create a digital feedback loop 
to Improve the efficiency of 
physical processes and improve 
the quality of the products and 
servkres created. Every 
employee should be able to 
easily track all the Important 
metrics. 

S) Use digital systems to direct 
customer complaints Immediately 
to the people who can Improve a 
product or service. 

9) Use digital communications to 
redefine the nature of your 
business and the boundaries 
around your business. Become 
larger and more substantial or 
small®' and more Intimate as the 
customer situation warrants. 


For commerce 

10) Trade Information for time. 
Cut cycle time by using digital 
transactions with all partners, 
transforming every business 
process into just-in-time 
delivery. 

f 1) Use digital delivery of safes 
and service to eliminate the 
middleman from customer 
transactions. If you're a 
middleman, use digital tools to 
add value to transactions. 

12) Use digital tools to help 
customers solve problems for 
themselves, and reserve 
personal contact to respond 
to complex, high-value 
customer needs. 
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Ride the inflection rocket 


Ten trends will transform business, says Bill 
Gates. He explains how to prepare for them 


N ot long ago i had a 

talk with the board of 
directors of a German 
financial institution. 
These were experienced business 
people. The youngest was 
probably 55. and many were in 
their 60s. 

They'd seen a Jot of changes in 
banking, and they’d lived 
through a lot of technology 
changes, too. The bank had not 
j yet, though, embraced the new 
internet technologies. On the day 
of my talk they'd heard a series 
of presen tot ions from Microsoft 
employees. When 1 walked in, 
they were all sitting with their 
arms folded, looking unhappy. 

"Okay." I said. "What’s the 
problem?" One of them replied, 
"We think that banking is in the 
process of changing completely, 
and we're getting technical 
presentations from people here at 
Microsoft - more technical than 
we're used to.” 

He took off his glasses and 
rubbed his eyes. "It’s good that 
you're just going to make all of 
your products better, but what is 
the overall plan? To view you as 
a long term vendor, we need you 
to give us a vision of the future.” 

I was thinking. Oh boy. We've 
spent eight hours talking to this 
bank and we haven't answered 
the customer's central concerns. 
Now I've got to do it off the top of 
my head... 

I went to the whiteboard. 

“What I’m about to write down 
are 10 inflection points that I 
think will fundamentally alter all 
industries." I told the bankers. 

Tm going to ask you whether 
you believe each of them will 
happen. Never mind for now how 
quickly. If you don't believe they 
will, then you shouldn't change 
what you're doing with 
technology. But if you believe 
they’re going to happen, and it’s 
only a matter of rime, then you 
should start to prepare for that 
change today." 

Do you believe that in the 
future people at work will use 
computers every day for most of 
their jobs? I asked. Today a lot of 
people use computers 
occasionally, but many 
knowledge workers may use their 

PCs ouly a few times a day. They 
may even go a couple of days 
without using PCs. 

Do you believe that today’s 
paperwork will be replaced by 
more efficient digital 
administrative processes? They 
did. Their only concern was how 
to make the transition from a 
paper to a digital world. 

Do you believe that one day 
most households will have 
computers? l asked. In the US 
today, about half the households 
have PCs. The percentage is a bit 
higher in some countries but 
much lower in most. Do you ? 
believe that one day computers 
will be as common in homes as 
telephones or TVs? They did. 


Do you believe that one day 
most businesses and most 
households will have high-speed 
connections to the World Wide 
Web? I asked. They nodded. 

Do you believe e-mail will 
become as common a method of 
communication among people in 
business and homes as the 
telephone or paper mail is today? 
Currently not everybody uses 
e-mail even if they have a 
computer. Would that situation 
change? They agreed It would. 

Now, if most people have 
computers and use them every 
day, l asked, do you believe that 
most information will start 
arriving in digital form? Do you 
think your consumer bills will 
arrive electronically? Do you 
think you'll be booking your 
travel arrangements over the 
internet? They agreed that these 
changes were on their way. 

Do you think digital appliances 
will become common? t asked. Do 
you believe that digital devices 
for photography, video, TV, and 
phones will become ubiquitous? 
Do you expect that other new 
digital devices will proliferate 
around the home and be 
connected to the web? Only a 
matter of time, they agreed. 

Do you foresee a time. I asked, 
when notebook computers 
become computer notebooks? f 
described what I meant, a 
computer notebook being a new 
device that enables you to take 
notes as you do today with a 
notepad and lets you carry with 
you all the personal and 
professional data you need. This 
will probably be the last 
inflection point to occur. 

“The great thing about a 
computer notebook," I said, “is 
that no matter how much you 
stuff into it, it doesn't get bigger 
or heavier." They laughed. There 
was a 30-second conversation in 
German before one said. "We 
thought you said something 
funny, and then we realised you 
said something profound." 

“Am I wasting your time?" I 
asked. "Do you believe these 
changes are ever going to 
happen?" They had a short 
conversation in German. "We 


hired a management consultant, 
and we’ve been going through 
the same discussion at home, and 
yes, we believe it’s going to 
happen. It's going to completely 
change the nature of banking." 

“When is it going to happen?" I 
asked. “What do you think?" 

They had a longer and more 
animated discussion in German. 
They came back and said. We 
didn't expect to make this 
decision here, but we have. First 
we were going to tell you 20 
years, but then we decided that 
inside of 10 years these inflection 
points will either have arrived or 
be very imminent. Banking will 
be different. j 

To prepare for that change, l - 
told them, you need to make 
digital information flow 
pervasive in your organisation. I 
talked briefly about needing to 
take advantage of existing digital 
tools they already have for their 
knowledge workers; about 
digitally linking their knowledge 
systems with business operations 
systems and ultimately creating 
a new infrastructure around the 
PC and internet technologies. 

If you do these things, I told 
them, you'll be prepared for the 
three fundamental business 
shifts that will occur as the 
result of all the digital inflection 
points: 

1. Most transactions between 
business and consumers, 
business and business, and 
consumers and government will 
become self-service digital 
transactions. Intermediaries will 
evolve to add value or perish, 

2. Customer service will become 
the primary value-added function 
in every business. Human 
involvement in service will shift 
from routine, low-value tasks to a 
high-value, personal consultancy 
on important issues, problems or 
desires for the customer. 

3. The pace of t ransac tions and 
the need for more personalised 
attention to customers will drive 
companies to adopt digital 
processes internally if they have 
not adopted them already. 

Life's going to be pretty 
exciting as these changes come 
about, I concluded, and within a 
decade it's likely that most of 
them will occur. This world will 
be radically different: from the 
one we live in today. 
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Boyner To remain a household name, It ta important that the public should own you* 


MANAGEMENT BOYNER HOLDING 


Defying preconceptions 


Leyla Boulton meets a Turkish businesswoman preparing to 

take the family-owned retail group public 


V3S Omit Boyner, the 
PTj chief finan cial officer 
f *t-l of Boyner Holding. 
Turkey's biggest non-food 
retail group, is used to sur- 
prising most of the foreign- 
ers she meets. 

“They think Turkey is a 
developing country and 
there can't be that many 
women around in business." 
she says. “We may not have 
day-care centres or six- 
montb maternity leave, but 1 
would disagree with any- 
body who said that Turkish 
business is a man's world.” 

While chauvinism is rife in 
politics, as well as small 
business and provincial life, 
female executives play an 
important role in Turkish 
companies, particularly in 
Istanbul, the country's big- 
gest and most modem city. 

Many businesses are still 
family-owned, creating 
opportunities for women 
who are part of the family 
through birth or marriage. 

Moreover, after 75 years of 
western-oriented secularism, 
Turkey’s high level of educa- 
tion qualifies many urban 
women for senior positions, 
even if they are not related 
to a company’s owners. 


Even so, Mrs Boyner, a 35- 
y ear-old mother of two, is no 
ordinary executive. She and 
her husband. Cem - who is 
chier executive of the family- 
owned Boyner group - met 
at kick-boxing class. 

Having participated in the 
rise and fall of ber husband's 
reformist New Democracy 
political party', she still feels 
a “calling” for civil action to 
shake up the moribund 
world or Turkish politics. 

Her business aims are no 
less ambitious. Foreign ner- 
vousness about political 
instability and double-digit 
inflation have helped Turk- 
ish companies by keeping 
outside competition at bay. 
But in a fast-growing market 
of 60m consumers, that lux- 
ury is unlikely to last. 

"For years we have been 
bracing ourselves for compe- 
tition with things like best- 
practice analysis and bench- 
marking.” says Mrs Boyner. 
who studied economics and 
political science at the Uni- 
versity of Rochester in the 
US. “But thp fact there is no 
major competition at this 
point does not mean it won’t 
come in.” 

Where a cocooned domes- 


tic market may have been an 
advantage in the past, trans- 
parency and international 
competitiveness are becom- 
ing the watchwords for Boy- 
ner as. like many Turkish 
companies, it seeks outside 
capital to develop. 

“I don’t know of too many 
retail companies in the 
world that have stayed pri- 

i would disagree 
with anybody who 
said that Turkish 
business is a 
man’s world’ 


vate and grown signifi- 
cantly,” says Mrs Boyner. 
“[Going public] is not just a 
capital requirement but a 
guarantee you’re in the mar- 
ket for the long term. To 
remain a household name, it 
is important that the public 
should own you.” 

Yesterday she began a 
roadshow in London to dis- 
cuss last year's results and 
future plans with foreign 


investors in the group’s two 
listed companies: Carsi, the 
department stores, and Alti- 
nyiichz (“Goldstar”!, a manu- 
facturer and retailer of wool- 
len textiles. 

As a prelude to taking the 
rest of the 5600m <£375m) 
group - Including Beymen. 
an upmarket clothing 
retailer, and the parent Boy- 
ner Holding itself - public, 
the management intends to 
publish its first consolidated, 
inflation-adjusted accounts 

later this year. 

Mrs Boyner says the group 
is also looking to make two 
acquisitions abroad. First, it 
wants to buy a US produc- 
tion facility with a customer 
network that would enable it 
to sell more of its Turkish- 
produced wool textiles to US 
clothes manufacturers. It 
currently supplies material 
to household names ranging 
from Ralph Lauren to Ann 
Taylor. Second, Boyner is 
shopping around Cor a Euro- 
pean womenswear label 
under which it would pro- 
duce clothing in Turkey, 
using its textiles and tech- 
nology. 

Today, 70 per cent of the 
group's sales are in retail - a 
growth area in Turkey, 
where only 2 per cent of 
sales are in department 


stores compared with eight 
per cent for western Europe. 
Hie rest of the group’s sales 
are In textile production. 

At borne, Boyner is consid- 
ering expanding into food - 
probably with a foreign 
retailer “so we don’t have to 
reinvent the wheel or build 
up expertise over time to 
understand how you buy 
perishable goods” - and pos- 
sibly into healthcare. 

In so doing, Boyner would 
capitalise not just on its 
re tailing expertise but on the 
profiles it has built up on 
1.5m customers through its 
Advantage credit card. 

Yet one senses that even 
turning Boyner into a global 
company would not be 
enough for Mrs Boyner, 
whose first name means 
“hope”. When her children 
are older, she would be keen 
to return to the task of repla- 
cing Turkey's political lead- 
ers, widely seen as 
ineffectual and averse to 
change. 

“As a civil society we are 
not aware of our rights and 
responsibilities.” she says. 
“There's a certain lethargy, 
which is chang in g , but not 
fast enough. There's so 
much we have to do arid we 
have more power than we 
think we do.” 
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TECHNOLOGY WORTH WATCHING 


Colourful gene 
for silk worms 

Researchers in Japan have 
used genetic engineering to 
make silk worms produce 
coloured silk, writes Vanessa 
■ Houider. The scientists at 
the Kyoto Institute of 
Technology infected the 
silkworm larvae with a 
genetically engineered insect 
virus, according to the latest 
issue of the journal Genes & 
Development This carried a 
silk protein that was altered 
to indude the gene 
encoding the green 
fluorescent protein from 
jellyfish. 

After the virus infected the 
larval cells, it embedded 
itself into the silkworm’s 
DNA, replacing one of the 
natural genes with the 
altered one. When the larvae 
spun silk, it emerged as 
green fluorescent fibres. 

The research could lead to 
Silk worms being used to 
produce industrially 
important proteins, such as 
spidroin. the spider silk 
protein used in fibres for 
bullet-proof vests and 
parachutes. 

Kyoto Institute of 
YS Technology : Japan, 
81757247776; e-mail 
hmori@ipc.ldt.ac.jp 

Shuttle guide to 
flu treatment 

Research carried out on a 
space shuttle mission has 
provided the foundation for 
a new influenza treatment. 
The drugs, called 
neuraminidase inhibitors, 
promise to reduce the 
severity and duration of flu, 
and could even stop 
symptoms developing. 

One of the neuraminidase 
inhibitors was developed 


following research 
conducted by Nasa in 
partnership with the 
University of Alabama at 
Birmingham. It is now being 
developed by Johnson & 
Johnson. 

The drug blocks an 
enzyme associated with the 
spread of flu. making it 
effective against a wide 
variety of flu strains. 

The drug was designed by 
drawing up a molecular 
“map” of the flu virus using 
space-grown protein crystals 
which are larger and better 
ordered than those grown 
on earth. 

Nasa: US, tef 2565446535; 
e-mail steve.roy® 
msfc.nasa.gov 

Complex solution 
for composites 

Composite materials, which 
are reinforced with glass 
fibres, are useful because 
(hey are lightweight and 
tailored to meet specific 
needs. But it is difficult to 
make complex shapes with 
them because of the 
difficulty of joining the 
materials. The Warwick 
Manufacturing Group, part 
of the University of Warwick, 
has developed a technique 
that eliminates the need to 
use comer joints for 
complex shapes. 

The technique uses 
ultraviolet light, rather than 
heat, to cure the 
resin-coated fibres. 

The technique could have 
applications in the car 
industry where composites 
could be used instead of 
steel and aluminium, and in 
concrete as a substitute for 
steel reinforcement 

Warwick Manufacturing 
Group: UK, tel (0)1203 
523704: e-mail 
g. tsmitri@warwick.ac.uk 


Tears of hope for 
Aids sufferers 


US researchers have 
identified proteins in tears 
and saliva that act as pow- 
erfti anti-HIV agents. 

The finding, published in 
the Proceedings of the 
National Academy of Sci- 
ences, could open the way 
to a new class of anti-Aids 
dings which wouW be woB 
tolerated by the body and 
cause few side effects. 

Two proteins - lysozyme 
and ribonudease - appear 
to act together to mftibrt 
the HIV virus. The 


! researchers from the New 
I York University School of 
Medicine and elsewhere 
believe the lysozyme may 
be breaking down the 
outer membrane of the 
virus while the rSbonucte- 
ases affects viral repBca- 
fion. 

The study Is the result of 
a five-year search for the 
powerful anti-Aids agent. 
NYU School of Medicine: 
US. tel 2122635488; 
e-mail Marjorie.Shaffer 
9med.nyu.edu 
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TECHNOLOGY 


IT BUSINESS AND THE INTERNET 


Brave few take 
plunge into 
online waters 


Some European companies are embracing 
the technological revolution, but too many 
are ignoring it, writes Christopher Price 



europe.com 


Is corporate Europe ready to 
embrace the internet and 
electronic commerce? 

In recent weeks, this series 
has looked at five European 
companies that have placed 
the internet at the forefront 
of their corporate activities. 

Some, such as TNT, the 
Amsterdam-based logistics 
group, have reacted to 
technology-led competition 
from the likes of Federal 
Express and UPS. Lufthansa, 
(he German airline, has 
quickly aped the internet 
developments of US carriers, 
such as United Airlines. 

Yet in both cases, the 
experience has seen the 
development of internet ini- 
tiatives that have in some 
ways eclipsed their rivals. 
TNT. for example, is introdu- 
cing a service that will 
enable its customers to cus- 
tomise their web link to the 
carrier, enabling seamless 
contact between the two 
organisations. 

Lufthansa has expanded 
its online ticketing system to 
cover more than 700 airlines. 
Customers can book tickets 
and receive flight informa- 
tion. advice and support 
without using the German 
airline at all. Some 5 per 
cent of Lufthansa’s total 
ticket sales are now sold on 
behalf of other airlines. 

Both these examples illus- 
trate the innovation 
unleashed by the new 
medium. The executives 
interviewed for the series 
testified to the spirit of 
invention that the internet 
fostered in their organisa- 


tion, Also, the developments 
have been underpinned by 
the rapidly growing software 
and IT services business in 
the continent. 

Not all the initiatives have 
been in response to the 
threat from the US. Dixons, 
the UK electrical retailer, 
has reversed the trend, 
launching a free internet ser- 
vice and quickly becoming 
the biggest provider of such 
services in the country, over- 
taking America Online. 

Electrolux, the world’s big- 
gest electrical appliance 
supplier, has moved to 


The internet ... is 
being discussed 
at board 
level throughout 
Europe 1 


streamline its sea-carrying 
operations by making Its 
Distriiux subsidiary com- 
pletely internet-based. 

However, all five compa- 
nies had a legacy of techno- 
logical experience, which 
meant the move towards an 
internet-based strategy was 
perhaps not such a great 
leap. 

TNT and Electrolux, for 
example, were already users 
of Electronic Data Inter- 
change, the dedicated o nline 
electronic communications 
system. Dixons, meanwhile. 
Is Britain's biggest retailer 
of personal computers. 

This not only gave the 
companies an advantage in 
being receptive to technolog- 
ical developments, it also 
put in place systems on 


which to develop sophisti- 
cated internet initiatives. 

"Companies can get pulled 
Into spending a lot of money 
in an attempt to catch up 
with technology," says Pat- 
ricia Seybold, a Boston-based 
rr consultant and author of 
Customers.com, which pro- 
files US companies pursuing 
internet-led strategies. “The 
important point is to spend 
it In the right areas - look 
for where the biggest area of 
pain is for your customers as 
a starting point" 

She believes Europe is less 
than a year behind the US in 
its embrace of e-commerce, 
and says the gap is closing. 
"The internet, with all Its 
threats and opportunities, is 
now being discussed at 
board level throughout 
Europe. It is at that point 
where executives are inter- 
ested in the internet but not 
yet compelled," says Ms Sey- 
bold. 

She believes the big cata- 
lyst for e-commerce in 
Europe will come when busi- 
nesses begin demanding it of 
suppliers, and customers of 
their vendors - a situation 
that is beginning to emerge. 

This view is supported by 
market researchers, such as 
Forrester Research of the 
US. which forecasts that 
e-commerce In Europe will 
grow to $64.4bn in 2001 from 
Sl^bn in 1998. 

Yet not all observers paint 
such a rosy picture. The UK 
Institute of Directors warned 
in a study last week that 
Europe In general and the 
UK in particular risked los- 
ing business to the US 
because of a lack of aware- 
ness of new technology. 

This is particularly worry- 
ing against a background of 
European deregulation and 
the single currency, both of 
which will drive the rise of 
e-commerce in the region, 
the institute said. 

To the question of whether 








other companies using the 
internet posed a serious 
threat to one's business, 
14 per cent of US companies 
agreed, according to the 
study. For the UK. the figure 
was just 2 per cent, while 
France was closer to zero 
than 1 per cent. Germany 
scored 17 per cent, while 
Norway gave the biggest 
affirmation at 23 per 
cent 

Only 8 per cent of French 
companies thought business 
expansion In their own coun- 
try was very important, com- 
pared with 20 per cent on 
average across Europe. The 
figure for the US was 38 per 
cent. Just over a third of 
European businesses consid- 
ered focusing on high-value 
customers very important. 


compared with 62 per cent in 
the US. 

What this report reflects, 
as does the europe.com 
series, is the wide variety of 
responses by corporate 
Europe to tbe unfolding 
technological revolution. 
Some are standing on the 
beach, others are dipping a 
toe in, some are taking the 
plunge. 

But as Ernst & Young, the 
management consultancy, 
points out in its recent 
report on the subject, the 
tide of European e-commerce 
is rising quickly: 

• Consumers are better 
informed and demanding a 
greater variety of channels 
to buy goods and services in 
an economy that is becom- 
ing increasingly connected. 


spurred on by the rapidly 
maturing internet and the 
onset of digital television. 

• E-commerce is giving con- 
sumers scope to buy what 
they want, when they want 
and to pay and take delivery 
in a way that, suits them. 

• The value of a company’s 
physical assets are giving 
way to the intangible value 


INFORMATION TECHNOLOGY 
• Tbe FTs review of Information 
Technology appears on the first 
Wednesday of each month 


inherent in its brands, 
research and development, 
consumer relationships and 
market knowledge. 

• The shopping experience 
will change - consumers 
will buy many everyday 
itpmg through digital chan- 
nels and physical channels 
will have to become more 
lifestyle oriented. 

These points could equally 
be applied to business-to- 
business e-commerce. Ernst 
& Young says that those 
companies wishing to take 
part in the new digital 
marketplace must get con- 
nected to suppliers and cus- 
tomers, and then use this to 
create greater loyalty. They 
should also build up their 
Intangible assets, develop 
alliances and exploit know- 


ledge of their customers. 

The companies in our 
series are in the vanguard. 
They ; have., shown. _thai 
investments in the new 
economy may not come 
cheap, but can quickly begin 
to pay dividends. Many more 
companies across Europe are 
already using technology not 
only to cut costs and 
increase productivity, hut 
also to react more quickly to 
changes in their market. 

Other companies are 
adopting a wait-and-see pol- 
icy. Some are not even 
watching. They risk seeing 
the world pass them by* ' 

. This concludes the series. The 
companies- featured were 
Electrolux, RS Components, 
Lufthansa, Dixons and TNT. 
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CINEMA 

Pitch-black 

comedy 


verges on 
nightmare 

This is Existentialism taken beyond the 
limit, decides Nigel Andrews 


Great beginnings are 
dangerous things. The Old 
Testament is mostly down- 
hill after its first sentence. 
Nothing in Tolstoy s Anna 
Karenina surpasses his sly, 
searing opening maxim. And 
Saul Centre Tons, a French 
film already festooned with 
awards and notoriety, starts 


SEUL CONTRE TOUS 

Caspar Noe 

WAWNG NED 

Kirk Jones 


APRILE 

Nanni Morettf 


ARLINGTON ROAD 

Mark Pelfington 

A NIGHT AT THE ROXBURY 

John Fortenberry 


by having a fiftyish man's 
preceding life gabbled to us 
in a few, virtuoso minutes of 
rapid-fire still photographs 
plus overvoice. 

Though that voice speaks 
in the third person, we soon 
realise it is the man's own. 
Butcher, ex-convict and 
nihilist, is played by an 
actor, Philippe Nahon, 
whose head resembles a 
Gouda cheese scarred with 
features and who barely 
speaks except in offscreen 
hate monologues. Motor- 
mouthing about everything 
from France to “faggots", 
and 0 ailing the present with 
the memory of a death-camp- 
martyred Communist hither. 


his polluted streams of con- 
sciousness form the main 
part of the soundtrack. The 
other motif is sudden gun, 
shots, loud and sourceless, 
accompanied by a jump-cut- 
ting camera. 

This is not the film to see 
if you cannot get into Patch 
Adams. It is too early to say 
whethe- or not Gaspar Noe's 
feelbad debut feature is a 
good film, we may need 
another 100 years. (Or again, 
it is like asking whether the 
scaffolding that falls on you 
from a great height in the 
street is good or not Power- 
ful. yes: stoutly built; and 
giving an excellent impres- 
sion of implacable destiny.) 

Even the film's admirers 
find it tough to defend. How 
sbould we react when the 
hero punches his wife in the 
stomach till she miscarries? 
Or when he impassively 
watches a jiggling hard-pom 
movie in a cinema tour cen- 
sor has tastefully misted the 
images;. Or when he takes 
his daughter to a hotel and, 
in a multiple-choice ending, 
either has sex with her or 
shoots her through the 
throat? (No misting on the 
lingering shots of a neck 
jerking out blood, i 

For my two sous' worth 
this is a black comedy - 
pitch-black - about the bad 
joke that Existentialism has 
become in the land, or the 
continent, or (why limit it?) 
the cosmos, of its birth. The 
godless freedom that was 
once a mid-century dream, a 
cri de raison for Sartre, 
Camus and company, is now 
a tum-of-millennium night- 
mare. Anything goes. Moral- 


THE ARTS 



A head that resembles Gouda cheese scarred with features: Philippe Nahon in Gaspar Noe's feelbad debut featms, 'Saul Centre Tous' 


ity is a hawkers' market. 
And mad, bigoted people 
walk about with opinions 
and guns. Arm a taxi driver 
and you would get this hero. 
Noe's abattoir style of film- 
making, with its stun-gun 
soundtrack and bloody run- 
nels of monologue, gives us 
the end of the world inside 
one man ’s head. The film is 
very nasty, very ugly, but 
possibly very educational. 

★ 

Other movies, other good 
starts. Waking Ned begins 
with such a great joke - I 
shan't spoil and tell - that 
the rest seems min or fun 
with interludes for audience 
thumb- twiddling. 

If someone in your village 
dies on learning that he/she 
has won the lottery, should 
you have him ' her imperson- 
ated by another villager so 
that all can share the ill- 
gained loot? This is the plan 
in debut writer-director Kirk 
Jones's Active hamlet of 
Tully More (pop. 49). a 
sleepy Irish hollow where 
chief schemers Jackie (Ian 
Barmen) and Michael (David 


Kelly) prance and plot, a 
Belch and Aguecheek pour 
nus jours. 

Bluffs, dells and heathery 
valleys: wee timorous cot- 
tages. a mere smoke-puff 
away from the Disneyish: 
and two codgers whose 
schemes to cheat the Man 
from the Lottery Include 
chicken dinners, corpse re- 
arrangement and nude 
bicycling, though not neces- 
sarily in that order. 

1 loved the exchange that 
went “He’s never told a lie in 
his life", “Well, he’s making 
up for it now." And there is 
a perfect comic set-up in the 
chapel, when Lottery Man 
enters during the funeral 
address for the actual dead 
man. 

But should we not be a 
little more shocked than we 
are? Great black comedy, 
from Bufluel to Orton and 
indeed to Gaspar Noe, has us 
gasping even as we may gig- 
gle. But Waking Ned is so 
keen to be folksy-irish - 
those pub scenes, those 
pipes whiffling away on the 
music track - that we are 


anaesthetised to atrocity 
even when it happens. Near 
the end a poor crippled 
woman is hurled over a cliff 
in a telephone booth. 
Granted, she may be a witch, 
but don’t witches have 
rights? And at least she 
wasn't dispensing Irish 
Tourist Board charm. 

1r 

For good, ingratiation-free 
comedy you need Italy's 
N anni Moretti. Picture an El 
Greco saint with longsuffer- 
ing hair, poetic eyes and a 
hooked nose so large that 
you could open a tin with it 
Moretti is the opposite of 
Roberto Life Is Beautiful 
Benigni. Where RB is small, 
manic and sentimental, NM 
is tall, depressive and philo- 
sophical. In Dear Diary he 
walked or cycled around 
Italy, soliloquising about 
life, death, scenery and Paso- 
lini. In Aprile, he crosscuts 
wryly between a summer of 
political protest and his 
wife's childbirth. 

The new film is less inven- 
tive than the old, but that is 
small dispraise. Moretti 


doesn't have to “do", he “is”. 
Although he writes and 
directs as well as acting, on 
screen he is f unni est when 
doing least When he fails 
completely at a task he is 
irresistible. After going out 
to film an anti-fascist rally 
in the rain, Moretti sighs in 
voice-over that all he got 
was “Umbrellas, umbrellas, 
umbrellas." (Wo see them.) 
He wants to shoot a big 
musical but cannot summon 
the money or energy. And at 
home he talks to the televi- 
sion, a common sign of 20 th 
century desperation. 
"Respond! he yells at an eva- 
sive Silvio Berlusconi, one of 
this film's satiric targets. 

Like Fellini's tf/i. Aprile is 
a film about not being able 
to make a film. The material 
never quite coheres - both 
the movie and the movies- 
wi thin -the- movie - even 
when its consummation-shy 
author/hero actually man- 
ages to shoot footage. 
(Before his wife’s baby-deliv- 
ery he says. "I’m going to 
ask the doctors if i can 
watch. I hope they refuse’’.) 


But structural incoherence 
becomes a sort of Joy. It 
belongs with the letters to 
newspapers that Moretti 
writes but never sends, and 
the Hollywood films he 
instantly regrets seeing. This 
picture of a soul in everyday 
crisis, where each gesture is 
a variant on the helpless 
shrug, is so like us that we 
giggle not in surprise at the 
strange but in recognition at 
the familiar made new 
again. 

•k 

Arlington Road has a clever 
plot set-up. a brave ending 
and two hours to while away 
in between. Jeff Bridges is 
the university history 
teacher raging against the 
system - his classes are like 
polemical performance art - 
while bis neighbour in 
Washington suburbia is 
“structural engineer” (could 
that be an anagram for “mad 
bomber”?) Tim Robbins. 
Robbins is obviously a 
creepy person since he wears 
his hair combed forward, 
always a giveaway in Holly- 
wood. The plot ticks engag- 


ingly up to the point where 
All Is Revealed. After that it 
hastens towards triteness, 
with only the payoff belong- 
ing in a better film. 

★ 

I would rather have a week 
in Sing Sing than another 
Night At The Roxbury. At 
the press show this comedy 
was a laughter-free zone. 
Stars Will Ferrell and Chris 
Rattan originated their char- 
acters. two disco-nerd 
brothers, on American TV's 
Saturday Night Live. No 
wonder that one actor looks 
like Chevy Chase and the 
other like Michael Wayne s 
World Myers. 

Perhaps they are Chase 
and Myers. What they are 
not is funny. The basic jokes 
are three. Can they get into 
LA’s glitzy Roxbury dance 
club? Can they get off with 
bimbo X, Y or Z? And can 
they get home before rich 
disapproving parents Dan 
Hedaya and Loni Anderson 
change the locks, or Ferrell 
and Rattan’s careers turn 
into pumpkins, which ever 
comes sooner? 




Young musicians flourish 
under the northern lights 

David Murray finds ‘Musisa Nova' as popular as ever in Helsinki 



Karin Lovelius and Ukfca Hamafimen enjoying themselves ht Thomas Adfcs 1 'Powder Her Face' 


“Musica Nova" is what used to be 
the Helsinki Biennale for contem- 
porary music. Having become 
annual now. it needed another 
name, but its artistic policy 
remains bracingly eclectic under 
. a regular succession of directors, 
flp That reflects what new Finnish 
music is like, too: open-eared, un- 
doctrinaire and individualistic, 
but most thoroughly and profes- 
sionally educated. 

Music education in Finland 
may well be the best in the west, 
for performers and composers 
alike. It engages an astounding 
proportion of the younger popula- 
tion, thus ensuring readily appre- 
ciative audiences. We should be 
so lucky 1 . - but the music curric- 
ulum available in most British 
schools is too meagre, under- 
funded and crudely “populist” to 
produce anything like it. 

This year’s festival-director, 
Kimmo Hakola, chose to spot- 
light Britain’s young Thomas 
Ades. their own Juha Koskinen 


(a year younger, even) and a 
clutch of female composers. Vir- 
tually everything Ad£s has so far 
written was performed, culminat- 
ing with Asyla, his biggest 
orchestral work so far, and his 
famously naughty opera Powder 
Her Face. Conducting the Fi nni sh 
Radio Symphony, Sakari Oramo 
made Asyla sound less angst-lly 
taut and eldritch than at its 
premiere under Simon Rattle, but 
almost as vivid. 

Powder Her Face boasted an 
intrepid young quartet of princi- 
pals - though Katariina Lahti 
staged it in broad vaudeville- 
style, less Ortonesque than lusty 
Whitehall, with no sense of the 
period decorum which the Duch- 
ess of Argyll's scandalous trial so 
grossly offended. Karin Lovelius 
and Piia Romsi sang the Duchess 
and her sly Maid with terrific 
resource. Young Susanna MSlklri 
conducted Powder (as her diplo- 
ma-project! - she got 5 out of 5) 
with such skill and verve that 


she has been engaged for some 
of the forthcoming Aldeburgh 
and Almeida perfor man ces this 
summer. 

With more calculated restraint, 
I hope. In Helsinki those of us 
who couldn't read the Finnish 
surtitJes missed too many lines, 
despite all the singers' fluent 
English. Ades's exuberant orches- 
tration challenged them hard, 
though it exudes its own exqui- 
sitely wriggly rewards - tangos, 
swoons, sparkily “real" onomato- 
poeia and some dogged Weill -ish 
whine. It is irresistibly clever, 
and now that the Duchess's 
“blow- job aria" (hummed, not 
sung) seems acceptable every- 
where hut in a few American 
states, you may get many more 
chances to hear it. 

* 

Young Koskinen's music teems 
and grinds with flinty musical 
ideas, precise but highly various. 
Each of the concise works we 
heard was crammed with them: 


pithy, ironical or convoluted, 
with a canny ear for solo- 
ins trumenta I sounds. Nearly 
always they seemed to cry out for 
expansion - provocative enough, 
but held on a tight, cautious 
leash. 


i liked best his dramatic mono- 
logue “Sappho-Suite", delivered 
by the mezzo Eeva-Liisa Saarinen 
in grand style, and his new Nar- 
ciso (a Finnish Broadcasting 
Company commission), which 
answered only obscurely to its 


official Narcissus-and-Echo sce- 
nario but forged cogent musical 
links from start to finish. The 
opera that Koskinen is reportedly 
composing for Aix-en-Provence 
next year might prove a water- 
shed. 


As for the women: well, Unsuk 
Chin (Korean, b. 1961, already 
well established) was under-rep- 
resented by her ritually sonorous 
piece santika Ektuala for Tokyo 
and her frankly Hollywood-ish 
The Trojan Women for Herak- 
leion - competent and effective, 
not much more. Amber, by the 
Israeli Cbaya Cbernowin (b. 
1957). shared a defect with 
Rebecca Saunders' (b. 1967) G 
and E on A: they both sounded 
like orchestral illustrations of 
pre-imagined sequences of tira- 
bral “colours" and densities. 

Their dramatic logic was frail, 
more artfully picturesque than 
musically compelling. I don’t for 
a moment suppose that “femi- 
nine" music must be like that: 
Saunders' music in particular 
reveals a subtle, original ear that 
should grow toward larger spans. 

As if by coincidence, Marc- 
Andre Dal bane's recent Violin 
Concerto distributed its large 
orchestra all round the hall, to 
satisfying effect and with contin- 
uous breadth. Harmonic echoes 
to and fro held it together, while 
the lone solo voice sent sugges- 
tions out into the wilds and 
reclaimed them with interest. In 
this far-flung genre. DaJbavie's 
concerto is one of the liveliest, 
most convincing and attractive 
forays that I’ve beard. 
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Arts 

first seen in Zunch four 
years ago. The cast is 
led by Daniela Dessi 
and Alberto Cupido; 
Mar 18. 20. 21 

CHICAGO 

Guide 

AMSTERDAM 

OPERA 

CONCERTS 
Orchestra Had 
Tek 1-312-294-3000 
www.chicagosymphony.org 
Chicago Symphony Orchestra: 
conducted by Pierre Boulez in 
works by Stravinsky, Debussy 
and Berlioz, with harp soloist 
Sarah Bullen; Mar 18, 20 

Netherlands Opera, Met 
Muziektheater 
Tel: 31-20-551 8911 
Die Zauberftote: by Mozart 

Conducted by Hartmut Haenchen 

in a revival of Pierre Audi s 
staging co-directed by 
Saskia Boddeke; 

Mar 18, 20 

DRESDEN 
OPERA 
Semper Oper 

Tel: 49-351-48420 
Ariadne auf Naxos: by R. 
gtfauss. Conducted by Colin 
Davis in a new staging by Marco 
Arturo MarellL Cast includes 

BERLIN 

Susan Anthony ana «jon vnnus, 
Mar 19. 22 

OPERA 

Deutsche Oper 

Tel: 49-30-34384-01 
Der Rosenkavaiien tv 
R. Strauss. Conducted 
by Jffi Kout in a staging 
by Gbtz Friedrich; 

LONDON 

CONCERTS 
Queen Elizabeth Hall 
7a/.’ 44-171-960 4242 
• London Mozart Players: 
conducted by Matthias Bamert m 
a orogramme of worksby 
f . p ™rL iu »h tenor Mark Tucker; 

BOLOGNA 

Mar 18 

OPERA 

Teatro Communale 

Tel: 39-51-529939 

^oS^clcnducted .by Bruno 

ESWSSi 

b 

Rnval Festival Hall 
Tel: 44-1 

philhanmonia Orchestra, 
conducted by Benjamin 
Zander in a selection 

l 


of waltzes by J. Strauss, and 
Mahler's Symphony No. 5: 
Mar 18 

OPERA 

English National Opera, 
London Coliseum 
Tel: 44-171-632 8300 
Mefistofele: by Boito. 
Conducted by Oliver von 
Dohndnyi in a new 
staging by Ian Judge: 

Mar 18 


MUNICH 
CONCERTS 
PhilharmonieGasteig 
Tel: 49-89-5481 8181 

• Bavarian Radio Symphony 
Orchestra: conducted by 

Lorin Maazel In works by Mozart 
and Bruckner, with piano soloist 
Murray Perahla; 

Mar 20 

• Stuttgart Radio Symphony 
Orchestra: conducted by 
Yutaka Sado In works by 
Gershwin, Chopin and Prokofiev. 
With piano soloist Ivo Pogorellch; 
Mar 18 

OPERA 

Bayerisehe Sfaatsoper 
Tel: 49-89-2185 1920 
YNm.staatstheater.bayem.de 
Katya Kabanova: by Janacek. 
Conducted by Paul Daniel in a 
staging by David Pountney, with 
sets by Stefanos Lazaridis and 
costumes by Marie Jeanne 
Lecca; Mar 21 


NEW YORK 

CONCERTS 


Avery Fisher Hall, Lincoln 
Center 

Tel: 1-212-875 5030 
www. lin c olncenter. org 
New York Philharmonic: 
conducted by Yuri Temirkanov ip 
works by Shchedrin and 
Stravinsky, with violin soloist 
Hilary Hahn; Mar 18, 19, 20 

EXHIBITIONS 

Metropolitan Museum of Art 
Tel: 1-212-879 5500 
www. metmuseum. org 
The Treasury of Saint Francis at 
Assisi: around 70 masterpieces 
of medieval and Renaissance 
panel painting, gold, textiles and 
manuscript illuminations, are 
joined by 30 loans. Includes 
pivotal works in the development 
of the early Renaissance; to 
Jun 27 

Whitney Museum of American 
Art 

Tel: 1-212-327 2801 
Ray Johnson (1927-1995): 
Correspondences. Frrst major 
museum show about the artist 
who was a progenitor of pop and 
mail art The 150 works on 
display include paintings, 
collages and mailings from 
Johnson’s New York 
Correspondence School; to 
Mar 21 

OPERA 

Metropolitan Opera, Lincoln 
Center ' 

7e/: 1-212-362 6000 
www.ntetopaa.org 
The Queen of Spades: by 
Tchaikovsky. Conducted by 
Valery Gergiev in a revival of 
Elijah Moshinsky's staging. 


designed by Mark Thompson. 
The cast is led by Placido 
Domingo. Galina Gorchakova 
and Olga Borodina; Mar 18, 22 

New York City Opera, New 
York State Theater 
Tel: 1-212-870 5570 
www. hycopera.com 

• Lizzie Borden: by Jack 
Beeson. New production 
conducted by George Manahan 
in a staging by Rhada Levine, 
with Phyllis Pancella 

in the title role; 

Mar 18, 21 

• Madama Butterfly: by Puccini. 
Conducted by Guido Johannes 
Rumstadt in a staging by 

Mark Lam os first seen 
in November, with sets by 
Michael Yeargan and costumes 
by Constance Hoffman; 

Mar 20 


PARIS 

OPERA 

Op£ra National de Paris, Op6ra 
Bastille 

Tel: 33-1-4473 1300 
www.opera-de-paris.tr 
The Magic Flute: by Mozart 
Conducted by Friedemann Layer 
in a staging by Robert Wilson; 
Mar 20, 21 

1 Optra National de Paris, Palais 
Gamier 

Tel: 33-1-43439696 
www.opera-de-paris.fr 
La Clemenza di Tito: by Mozart 
Conducted by Ivor Bolton in a 
staging by Willy Decker with 
designs by John MacFarlane. 
Cast includes Theo van der Walt 
and Christine Goerke; 


Mar 18 


SAN FRANCISCO 

CONCERTS 
Davies Symphony Hall 
Tel: 1-415-864 6000 
www. sfsymphony.org 
San Francisco Symphony 
Orchestra: conducted by Herbert 
Blomstedt in works by Berwald 
and Brahms; Mar 18, 19, 20, 21 


THE HAGUE 

EXHIBITION 
Gemeentemusetan 
Tel: 31-70-3388 1111 
Silver from the time of the United 
East India Company: display of 
silver manufactured in the 17th 
and 18th centuries in former 
Batavia, by Dutch and other 
European silversmiths; to Mar 21 


TOKYO 
CONCERTS 
Suntory HaD 

Tel: 81-3-3584 9999 

• Vienna Philharmonic 
Orchestra: conducted by 
Riccardo Muti in works by 
Schubert and the Strausses; 
Mar 18 


VIENNA 

EXHIBITIONS 

Austrian Museum of Applied 
Arts 

James Turrell: retrospective of 
the American artist 
to Mar 21 

Osterrelchisctie Galerie 


Belvedere 

America: The New World in 19th 
Century Painting. Dealing with 
the period from the Declaration 
of Independence in 1776 until the 
US entry into World War I, this 
show traces the history of the 
country through the eyes of its 
painters; from Mar 17 to Jun 20 

OPERA 

Wiener Sfaatsoper 

Tel: 43-1-51444 
Cavalieria Rusticana; by 
Mascagni/Pagliacci by 
Leoncavallo. Simone Young 
conducts a staging by 
Jean-Pierre Ponnelle; Mar 21 


TV AND RADIO 

• WORLD SERVICE 

BBC World Service radio for 
Europe can be received in 
western Europe on medium wave 
648 kHZ (463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

V CNN International 
Monday to Friday, GMT: 

06.30: Moneyline with Lou Dobbs 
13J30: Business Asia 
19.30: World Business Today 
22.00: World Business Today 
Update 

• Business/Market Reports: 

05.07; 06:07; 07:07; 08:20; 09:20- 
1020; 1120; 11:32; 12:20; 13^0 : 
14:20. 

At 08:20 Tanya Beckett of FTTV 
reports live from UFFE as the 
London market opens. 
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SAMUEL BRITTAN 

EBB ECONOMIC VIEWPOINT 

Jobs at stake 

The perfectly proper activities of one EU Commission directorate 
do more harm than all the sleaze just uncovered 


Everything to do with sleaze 
makes wonderful headlines, 
especially when that sleaze 
is attributed to the lack of 
control of European Union 

Commissioners. 

But there is one Brussels 
activity which is doing more 
harm than the negligence of 
the Commission. This is the 
activities of the directorate 
general for employment, 
industrial relations and 
social affairs - DG5. These 
officials are acting properly 
according to their sincere 
beliefs. But they have been 
pursuing a social policy 
agenda "largely as an article 
of faith and in a Dear 
analytical vacuum". 

This quotation comes from 
a paper published by the 
Institute of Economic Affairs 
(Regulating European 
Labour Markets: More costs 
than benefits? by J. Addison 
and W. Siebert. £81. The 
paper starts with a helpful 
summary of the history of 
EU “social policy” which 
goes back to an action plan 
put forward by the 
Commission in 1974. 

Ironically enough the 
implementation of this 
policy became easier when 
Lady Thatcher acquiesced in 
an extension of majority 
voting under the 19SG 
European Single Market Act 
- an acquiescence that she 
now regards as a great 
mistake. 

The activities of DG5 did 
not depend on the Social 
Charter of 1989 from which 
John Major obtained an 
opt-out. but on the “creative 
use of health and safety 
criteria". These include the 
directives on the 48-bour 
maximum working week, 
where the European Court 
overruled British objections. 
The 1997 Treaty of 
Amsterdam did however 
incorporate an "Employment , 
Chapter" formally into 
community law. 

The IEA authors hardly 


mention the single currency. 
The inference is that they do 

not regard it as particularly 
relevant. Nor do they query 
the British government's 
adherence to the chapter. 
They accept there could be 
market failure in the 
employment field and argue 
that “the blanket rejection of 
labour market mandates is 
unproductive". But they do 
remind us that “government 
failure” can be as bad as the 
market variety'. 

While the activities of 
leading EU commissioners 
attract notoriety, or 
occasionally praise, much of 
the development of EU 
doctrine takes place among 
medium-level officials who 
remain in office, whoever 
heads the Commission, and 
who hand down an 
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established way of thinking. 
The root belief of the DG5 is 
that the single market is for 
the benefit of business and 
has to be balanced by an 
offsetting body of rules to 
redress the balance in favour 
of workers. 

The possibility that such 
rules can price European 
workers out or jobs Is not a 
major part of its thinking. 
DG2, the economic 
directorate, has only a 
. limited influence on labour 
matters which are regarded 
as "social" - as if market 
I Influences do not apply to 
the supply and demand for 
labour. 

I do not quite share the 
authors* optimistic belief 
that “properly parametrised 
models at the national level" 
would bring precision to the 
argument. Very often the 
basic generalisations of 
economics - such as the 
more that something costs 
the less you buy of it - 
explain more than attempts 
to determine exact 
numerical relationships. 

There are always going to 
be difficulties in measuring 
non-wage costs, which have 
a large subjective element 
There are also always going 
to be many influences apart 
from labour laws and social 
overheads affecting 
employment. Thus it is 
doubtful if we will ever be 
able to escape from an 
inevitably subjective 
judgment of the historical 
record. 

Part of this record is 
summarised in the table, 
which is taken from 
Greenwich NatWest UK 
Economics and is based on 
Organisation for Economic 
Co-operation and 
Development estimates of 
changes in structural 
unemployment. The least 
controversial definition of 
structural unemployment is 
that part of the jobless total 
which does not reflect a 


deficiency of overall demand 
and cannot be cured either 
by an upturn in the business 
cycle or a more 
expansionary monetary or 
fiscal policy. 

I have added, where it Is 
available, an OECD index 
showing the stringency of 
employment law in some of 
the countries. Where 
employment protection laws 
are very stringent, as in 
Italy, a high score Is given. 
Where they are relatively 
permissive as in the US or 
the UK there is a low score. 

The broad lessons are 
clear. The European core 
countries, namely Germany, 
France and Italy, have high 
and rising rates of structural 
unemployment and also 
Bcore heavily on . 
employment law stringency. 
The apparent exceptions are 
as Illuminating as the 
generalisations. 

Japan’s relatively good 
performance disguises the 
rise in demand-related 
unemployment, which has 
been a feature of the present 
recession and may well be 
understated by conventional 
unemployment figures. 

Portugal has a 
comparatively low rate of 
structural unemployment, 
yet ranks very high in the 
stringency of employment 
laws. Tbe IEA authors 
suggest Portuguese firms 
were apparently able to 
avoid some of the laws by 
building up pay arrears for 
workers whose services were 
no longer required. 

Moreover, an alternative 
index, based on employers' 
views of hiring and firing 
laws shows a notable easing 
of their job impact in the 
first half of the 1990s. 

The Netherlands shows 
only moderate and falling 
structural unemployment 
' and appears roughly in the 
middle on its stringency of 
employment protection. But 
other indices show that 
labour market restrictions 
were low or falling there. In 
fact employer and union 
organisations have got 
together with the 
government to make labour 
less costly and difficult to 
hire. This may show that a 
corporatist incomes policy 
has some possibilities in a 
small and cohesive society. 
But before hailing a Dutch 
miracle, remember that a 
large proportion of new jobs 
generated have been 
part-time, not necessarily 
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reflecting workers’ wishes 
but the lack of available full- 
time Jobs. 

According to the British 
Chambers of Commerce the 
combined result of the 
European social chapter and 
the UK government’s own 
policies has been to add 2,000 
new legislative clauses 
affecting business, adding 
£5bn to corporate costs. I 
wish somebody would do a 
detailed breakdown showing, 
tor all countries, how many 
such burdens arise from 
national legislation and 
which can be blamed 
directly on EU rules. 

Meanwhile, the IEA paper 
concludes with a deceptively 
simple reform proposal. The 
Commission has been 
charged with evaluating tbe 
possible effect of its 
measures on labour markets 
in general and small- and 
medium-sized Arms in 
particular. In view of the 
authors it has failed to meet 
this obligation. “DG5 has 
neither the resources, nor, 
let us be frank, tbe will to do 
so." As a result the 
Commission's rules have 
been revised in one direction 
only - upwards. 

The IEA proposes that 
Commission proposals 
should be subject to a form 
of efficiency audit. This 
function should not be 
assumed by DG5 but by an 
independent organisation 
like the US Congressional 
Budget Office. As a second 
best it should be done by the 
Competition Directorate. 
(Why not DG2? The main 
i point is to have an audit by 
people different from those 
who are professionally most 
enthusiastic about 
subjecting tbe European 
labour market to rules and 
regulations and imposing 
costs on employers. 

Those who might regard 
this as a mouse of a proposal 
do not understand tbe 
European or any other 
bureaucracy. It is easy to 
stir up anti-Eli sentiments in 
the UK or to treat 
everything that happens as a 
move in the battle over tbe 
euro. But it would be much 
more productive to have 
independent investigations 
so that tbe proponents of 
labour market intervention 
were not judge, jury' and 
prosecutor rolled into one. 
Recent events have surely 
shown that independent 
audit can make a difference. 


LETTERS TO THE EDITOR 

* . 

India’s software success down to 
more than just millennium luck 


From Tosh Sheshoboktya. 

Sir, In “Silicon subconti- 
nent” (March 15) Krishna 
Guha and Paul Taylor over- 
state the importance of Year 
2000 work for the Indian soft- 
ware industry’s success. 

Year 2000 contracts 
accounted in 1998 for 23 per 
cent of Indian software 
exports. This is relatively 
insignificant in the face of 
the a growth rate of more 
than 50 per cent for exports 
as a whole. In other words, 
even if we were to count 
Year 2000 contracts in 1998 
as a one-time bonus, export 
growth in other software 
segments would still have 
been a respectable 15 per 
cent to 20 per cent a year. 

In fact, the writers do 
acknowledge that the 50 per 
cent growth rate has been 
maintained for "the past 
eight years”, that is. well 
before any serious Year 2000 
efforts began. This sustained 
growth explains why India 


has now outpaced one-time 
competitors like Ireland, 
eastern Europe, Russia and 
tbe Philippines combined. 

There are more abiding 
reasons for India’s software 
success than just a lucky 
draw with the millennium. 
Not least of these is the con- 
tinued availability of quali- 
fied engineers in India, in 
tbe face of a growing (and 
demographically strengthen- 
ing) shortage of skills in the 
west. 

Since tbe mid-1990s, 
numerous Indian companies 
have also sought to migrate 
up the value chain, with an 
emphasis on productivity, 
and quality. India has the 
world's highest number of 
ISO- 9000 software compa- 
nies. The best known of 
these (including most of the 
companies named in your 
article) have acquired the 
prestigious but very rare 
CMM Level 4 and 5 certifica- 
tions from the US Software 


Israel’s democracy in doubt 


From Mr Brian Maccaba. 

Sir. I am writing to 
express my amazement at 
the decision to prosecute for- 
mer Israeli Chief Rabbi Ova- 
dia Yosef, for criticising the 
Israel Supreme Court and its 
Chief Justice Barak. Rabbi 
Ovadia Yosef is the spiritual 
leader of Sephardic Jewry', 
who represent the ethnic 
majority of Israeli Jews. 

This follows a five-year 
period of intensive police 
investigations and the state 
prosecution of Aryeh Deri, 
who is the leader of the third 
largest political party, Shas. 
which draws support mostly 
from voters of a Sephardi 
background. 

It also follows the recent 
public attack on the Sbas 
parti- in the German media 
by Israel's Ambassador to 
Germany. 

Unlike many countries, 
the Israeli Supreme Court is 


a self-selecting body whose 
gristing inc umben ts choose 
additional members. Its 15 
members do not include any- 
one from a Sephardi back- 
ground, a strictly Orthodox 
background or until 
recently, from an Arab 
Israeli background, despite 
these groups collectively rep- 
resenting over 70 per cent of 
the country’s population. 

The above situation is 
reminiscent of South Africa 
or certain parts of the 
southern US 30 years ago. 

Is the State of Israel to be 
a police state hiding behind 
the facade of apparently 
democratic legal institu- 
tions. or a genuine democ- 
racy? 

Brian Maccaba, 

Cognotec Services Ltd, 

River Plate Boose, 

7-11 Finsbury Circus, 

London EC2M 7EB, UK 


En girt wiring institute. Such 
quality credentials helped 
jnfosys make its dazzling 
debut on Nasdaq. Other 
Indian companies are expec- 
ted to follow suit 

Even though wage differ- 
entials between India and 
the west will continue for 
some time, overall costs are 
rapidly narrowing, especially 
at the mid to upper end of 
tbe software skills spectrum. 
This is precisely the area tar- 
geted by many software com- 
panies in the country. Inter- 
estingly, four leading 
American high-technology 
companies (Motorola, Hone- 
ywell GE and Citicorp) have 
their CMM certified 
operations not In the US, but 
in India. 

Tosh Shesbabalaya, 
manag in g partner, 

Ascendex Europe, 

Roe Alphonse Hottat 22-24, 
B-1050 Brussels, 

Belgium 

Time to call 
Helmut Kohl 
to the bridge 

From Mr James 
W. Beaumont 

Sir, Tbe crew of the bad 
ship Brussels has been 
removed. The foreign 
exchange markets will not 
wait while Europe’s politi- 
cians play politics. The euro 
will now be under severe 
pressure. 

A temporary captain is 
required immediately; that 
man is sorely Helmut 
KohL 

He has tbe statore to dem- 
onstrate to the world that 
his dream of a European 
ship can be brought safely to 
harbour. 

James W. Beaumont, 
Bnmnwartsweg l, 

D-82031, 

Gfunwekl, 

Germany 
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Let battle commence 

The battle for Telecom Italia has moved from corporate posturing to real “restructuring 
plans for jobs and investment, says Paul Betts 

T he fighting has 
begun in earnest in 
Europe's largest 
takeover battle. 


Said to £uro Reparations, Freepost NWW1852. Manchester M2 MI if you require a Welsh language faosheel pack please tkk. □ 


T he fighting has 
begun in earnest in 
Europe's largest 
takeover battle. 
Yesterday, Roberto Colan- 
inno, who rescued Olivetti 
from near collapse two years 
ago, spelled oat the details of 
his audacious €53bn bid to 
take over Telecom Italia, the 
privatised telecommunica- 
tions group seven times Oli- 
vetti's size. He also 
explained what be wants to 
do with the merged com- 
pany. 

Last week, Franco Ber- 
nabe, Telecom Italia’s new 
chief executive, unveiled his 
own strategy for the priva- 
tised group - together with a 
package of defensive mea- 
sures designed to barricade 
the company against Olivetti 
and any future predator. 

Today battle between tbe 
two is joined again in Lon- 
don where Mr Colaninno 
meets institutional investors 
who account for more than 
30 per cent of his prey's out- 
standing capital. 

Already, the atmosphere 
surrounding the battle has 
turned frenetic. Yesterday, 
Lancia limousines hurtled 
Olivetti executives, bankers 
and lawyers in a triangle 
between the Milan central 
offices of Lehman Brothers, 
one of the US banks acting 
for Olivetti, to the compa- 
ny’s tower blocks in an ugly 
suburb, and back again to 
the palatial headquarters of 
the region’s powerful 
employers* association 
where Mr Colaninno took to 
the stage. 

Both he and Mr Bernabe 
are offering business plans 
whose final aims are similar 
- releasing greater value 
and efficiencies - hut whose 
specific measures are radi- 
cally different in some areas. 

Both want to reduce Tele- 
com Italia's high costs and 
cut jobs. Mr Bernabe's wants 
to cut up to 40,000 jobs out of 
a total of 124,000 employees 
by selling non-core assets, 
scaling back the fixed- line 
telecommunications busi- 
ness, and encouraging 
people to take early retire- 
ment. Mr Colaninno plans to 
cut 13,000 jobs in the fixed- 
line telecommunications 
business (out of a total of 
79,500 people now employed 
in this area). 

Mr Bernabe says h is plan 
would reduce the group's 
cost base by Ll.ooobn over 



Colaninno; seeking to woo investors with Ms business plan 


the next three years with an 
additional Li^SObn from 
“synergies". Mr Colaninno 
trumps that: be claims his 
plan will reduce costs by up 
to L4,500bn over the same 
period. 

This one-upmanship con- 
tinues with claims about 
how much they will invest 
and how much they will cut 
telephone call charges. Mr 
Bernabe intends to spend 
LA2,000bo over the next four 
years; Mr Colaninno 
L2&500blt. Mr Bernabe plans 
to cut international and 
domestic long-distance call 
charges by 50 per cent by 
2902: Mr Colaninno wants to 
do better, cutting these 
charges by 70 per cent and 
keeping local call charges 
unchanged during the next 
three years. 

Lastly, the two want to 
expand the group's 
operations in the internet, 
electronic trading and data 
communications. 

But there are big differ- 
ences in three areas; dispos- 
als. Telecom Italia's Interna- 
tional operations and its 
relationship with the mobile 
phone company. Telecom 
Italia Mobile (TIM), the com- 
pany's 60 per cent owned 
mobile telephone operator. 

Mr Bernabe wants to dis- 
pose of the group's 50 per 
cent stake to iteltel. the tele- 
communications equipment 
maker. Sirti. the engineering 
subsidiary. Finsiel. the soft- 
ware unit and the group's 
property portfolio. 

Mr Colaninno wants to 


keep Finsiel and use it to 
relaunch the company in tbe 
business of telecommunica- 
tions software, the internet 
and electronic trading. This 
move, some cynics suggests, 
would secure political sup- 
port by promising the cre- 
ation of an Italian software 
sector. 

Like Mr Bernabe, he wants 
to dispose of the Itahel stake 
- but not immediately 
because he is afraid the com- 
pany in its present state 
would fetch a calamitously 
low price. As for Sirti, Mr 
Colaninno says he first 
wants to understand 
whether the engineering 
company offers much strate- 
gic value to Telecom Italia. 
The plan would be to clean it 
up, reduce, costs dramatic- 
ally. and find new allies. 

On mobile phones. Mr Ber- 
nabe plan s to merge Telecom 
Italia with TZM as part of his 
strategy to integrate mobile 
and fixed-line operations. Mr 
Colaninno considers this a 
poison pill, because it would 
increase the value or Tele- 
com Italia by an estimated 
€30bn. The Olivetti chief 
believes fixed line and 
mobile services can be inte- 
grated commercially without 
merging the two companies. 

On international 
operations. Mr Bernabe con- 
siders the group's European 
and Latin American activi- 
ties as vital. Mr Colaninno 
wants to concentrate essen- 
tially on Europe. Over the 
past Tew years, Telecom 
Italia has acquired about 


$4bn worth of assets in Latin 
America. International tele- 
communications groups 
such as AT&T. Cable & 
Wireless, British Telecom- 
munications have all beenj^i 
attracted by these assets. 
Under the previous, troubled 
management of the com- 
pany. they were used to 
attract an international part- 
ner for Telecom Italia. 

Mr Colaninno could raise a 
substantial amount from the 
eventual sale of these assets, 
which could be used to 
reduce the heavy indebted- 
ness which the group would 
incur if its highly leveraged 

bid were successful- Another 
option to reduce debt for Oli- 
vetti would be a merger of 
Tecnost, tbe vehicle it is 
using to mount its takeover 
with Telecom Italia to take 
advantage of the telecommu- 
nications group's substantial 
cash flow to pay down debt 

Of course, these rival 
strategies are not every- 
thing. The outcome of 
Europe’s takeover royal will 
be determined by all sorts of 
factors, including (for exam- 
ple), the price. Many inves- 
tors and analysts argue that » 
Olivetti's current bid is too t! 
low. 

Much will also depend on 
the Telecom Italia's pro- 
posed defensive moves. Mr 
Bernabe is proposing to con- 
vert Telecom Italia savings 
shares into common stock 
and organise a large share 
buy back, which would 
increase tbe value of his 
company sharply. If lie wins 
shareholder approval for 
this, Olivetti could well 
decide to throw in the towel. 

The company has already 
argued these measures 
would not only frustrate It 
but any future takeover 
attempt by anyone. If Mr 
Bernabe does not secure nec- 
essary shareholders 
approval, then Olivetti 
would probably have a .0 
chance, but on condition, ’ ‘ 
financial analysts say. It 
sweetens its bid. 

Curiously, Olivetti has yet 
to issue a prospectus for its 
offer, which technically is 
still only an intention to bid. 

But is clear that in the grand 
battle for Telecom Italia, the 
phoney war of executive 
egos is now over: it is now a 
fight between real restruct- 
uring plans, with real jobs at 
stake. 
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A second lease of life 

A new surge of optimism has put an end to Japan's financial crisis. Government funds are 
flowing, bank stocks are soaring. Gillian Tett asks whether the euphoria is premature 


A victory for 
EU democracy 


The one institution of the 
European Union that has 
emerged from the upheaval of 
recent days with its image and 
influence enhanced is the Euro- 
pean Parliament. Derided for 
years as a self-important, extrav- 
agant and largelv powerless 
body, the directly elected assem- 
bly of the EU has suddenly 
shown that it has teeth. The 
mass resignation of the European 
Commission, faced with the 
threat of a new motion of censure 
for its failure to curb fraud and 
mismanagement, marks a dra- 
matic shift in power from bureau- 
crats to parliamentarians. 

That is a vital and positive step 
in the continuing evolution of the 
EU. The lack of democratic con- 
trol over the Brussels bureau- 
cracy. and over the national 
bureaucrats who negotiate and 
largely decide the attitudes of the 
15 member states in the Council 
of Ministers, ha<i been one of the 
most glaring weaknesses in the 
system. That so-called democratic 
deficit has shrunk by a signifi- 
cant amount this week. The par- 
liament succeeded in calling un- 
elected officials to account. But 
there is still a long way to go. 

For a start, members of the 
parliament must put their own 
house in order. They have been 
far too slow to regulate their gen- 
erous expense allowances and 
Introduce a well-ordered system 
of staff appointments and promo- 
tion. Everything they demand of 


the European Commission in 
terms of transparency, promotion 
according to merit (rather than 
nationality or personal connec- 
tions) and codes of correct public 
conduct must he applied In their 
own institution. That is still not 
the case today, although new 
rules are in the pipeline. 

It is all the more important 
because the parliament is about 
to acquire a large extension of its 
authority, thanks to the Treaty of 
Amsterdam. It still cannot initi- 
ate legislation as a national par- 
liament might do. But it will 
enjoy the power of co-decision 
with the Council of Ministers 
over more than two-thirds of all 
EU legislation, compared with 
less than one-third today. The 
parliament can no longer be tol- 
erated and largely ignored. Its 
views will matter. 

If the new system is going to 
work, the parliament must 
become far more efficient in its 
work of drafting reports and 
amendments, or the EU decision- 
making process will grind to a 
halt. 

A bigger challenge is for MEPs 
to make themselves better known 
and more relevant to their own 
electorates. They have to per- 
suade voters to turn out at the 
polls in June. For only if they 
can show that they have a popu- 
lar mandate, as well as constitu- 
tional teeth, can they hope to 
become genuinely equal partners 
with the other EU institutions. 


Olympic scandal 


The Olympic movement has 
missed its chance to make a fresh 
start this week after the corrup- 
tion scandal that besmirched its 
reputation. At the IOC’s special 
congress in Lausanne yesterday, 
members gave their president, 
Juan Samaranch, a near- 
unanimous vote of confidence. 
But he must bear ultimate 
responsibility for the slack disci- 
pline among IOC members and 
the organisation's slowness in 
dealing with the corruption alle- 
gations. 

It was only after a senior IOC 
official said that members had 
been bribed to vote for Salt Lake 
City’s bid for the 2002 winter 
Games that Mr Samaranch took 
action. He should have resigned 
to allow someone else to lead the 
Olympic movement into the next 
century. The decision to expel 
the six IOC members found by an 
interna] inquiry to have behaved 
improperly was more encourag- 
ing. However, there is a suspicion 
that bigger fish have been 
allowed to get away. The six 
expelled members all came from 
small, southern hemisphere 
nations with little influence 
within the IOC. 

Today, members will be asked 
to approve a series of reforms 
intended to strea ml i n e the pro- 
cess of choosing host cities, mod- 
ernise the organisation’s struc- 
ture, and open up the activities of 
the IOC - and the selection of 
members - to external oversight. 


These measures must be 
approved. Some confidence in the 
Olympic movement would be 
restored if outsiders were 
brought in to scrutinise the 
organisation, and IOC members 
were chosen by elections of their 
national committees. 

But the most important vote 
will concern process for selecting 
host cities. The current system 
for picking Olympic cities, in 
which all IOC members partici- 
pate. encourages bidders to buy 
votes. To eliminate this tempta- 
tion. the executive originally pro- 
posed to hand over responsibility 
for selecting the host city to an 
independent committee. 

Yet IOC members have forced 
the executive into a compromise 
solution because they do not 
want to give up their central role 
in the decision-making process. 
An independent selection com- 
mittee will be charged with 
reducing the short list of bidding 
cities to just two. but the final 
decision will rest with the entire 
membership. This is not good 
enough. With more than 100 
members involved in the deci- 
sion. the opportunity for corrup- 
tion would still exist. Having 
foiled its biggest test in allowing 
Mr Samaranch to stay, the IOC 
executive can at least retrieve 
the situation partly by insisting 
members approve its original, 
more radical reforms. Otherwise, 
the job of cleaning up the IOC 
will be only half-done. 


or the past two years 
Japanese bankers have 

felt as though they were 
living on the edge of a 
clifT. This spring, they seem to be 
returning to safe ground. 

While Wall Street surged this 
week in a blaze of publicity, on 
the other side of the world Japan 
was quietly notching up two star- 
tling achievements of its own. 
The Japan premium - the addi- 
tional cost that Japanese banks, 
compared with US and European 
banks, have to bear to borrow 
dollars - disappeared for the first 
time since 1997. And on the stock 
market Japanese bank shares 
surged. The sector has gained a 
dizzying 57 per cent in the past 
six months - twice as much as 
the Dow. 

The sudden improvement in 
the fortunes of Japanese banks 
has delighted the government, 
which says it is all thanks to its 
own efforts at banking reform. 
Kiichi Miyazawa. the finance 
minister, heralds the good news 
as “a change in the tide" that 
would be followed by a broader 
economic upturn. “It shows we 
are solving the financial sector 
problems," he says. 

Is this optimism just another 
false dawn? 

If Japanese banks really are 
finally putting their problems to 
rest, they could help pull the 
country out of recession this 
year, as well as provide a power- 
ful boost to tbe rest of Asia. But 
if Mr Miyazawa’s optimism were 
premature, financial markets 
could be in for another bruising. 
And this time around, foreign 
funds would feel much of tbe 
pain, as they (rather than domes- 
tic investors) have been the prin- 
cipal buyers during tbe recent 
stock market surge. 

So is Mr Miyazawa correct to 
declare the financial crisis over? 
It depends. From the point of 
view of tbe outside world. 
Japan's h anking debacle no lon- 
ger looks like a threat to the 
global finan cial system. But from 
the perspective of the Japanese, 
the view is less rosy: however 
significant the reforms have 
been, they do not yet guarantee a 
healthy, competitive banking sys- 
tem capable of revitalising the 
economy. 

This is because Japan's bank- 
ing crisis had several different 
strands. When the Japan pre- 
mium surged in October 1997. for 
example, it was initially blamed 
on bad loans that piled up after 
the collapse of tbe 1980s asset 
bubble. But the bad loan problem 
was no secret The real trigger of 
the banking crisis appears to 
have been twofold: investors real- 
ised they could not judge the 
extent of the problem, since pub- 
lished data were poor and they 
suddenly lost faith in the govern- 
ment's ability to ball out insol- 
vent banks. 

The panic spurred the govern- 
ment into action. First, the 
Financial Supervisory Agency, 
the banking watchdog body 
established last year, began 
exacting far stricter standards of 
disclosure on bad loans. The sys- 
tem is still for from perfect, but 
the improved data have “done a 
lot to boost credibility", says 
James FioriUo at ING Barings. 

Second, the rescue package 
announced last autumn is of 
such magnitude that it may have 
virtually ruled out systemic fail- 
ure. The government has pledged 
Y60.000bn (£86.5bn) of public 
funds, consisting of Y25,000bn for 
injections into the banks' capital 
base to help them write off bad 
loans. YIS.OOObn to nationalise 
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weak banks and Yl7.000bn to pro- 
tect b ank depositors and stave off 
a run on tbe banks. 

Third, the government demon- 
strated that it could limit finan- 
cial contagion. The Bank of 
Japan has become practised at 
lending to weak banks to prevent 
liquidity problems. It has also 
learnt to deal quickly with bank 
failures. When Nippon Credit 
Bank was nationalised in Novem- 
ber. tbe bank handled it with 
much more skill than earlier col- 
lapses. “The Bank of Japan has 
learnt from its mistakes - it is 
doing a terrific job." says a 
Group of Seven central banker. 

These measures averted a melt- 
down. But if Japan's economy is 
to show renewed signs of life, its 
banks must be nursed back to 
financial health so that they can 
start lending again. And for that 
to happen, bad loans must be 
written off more rapidly. 

There has been some progress. 
The Financial Reconstruction 
Commission, the government 
body founded last year to oversee 
reform, will this month inject 
Y7,400bn of capital into 15 large 
banks, of which Y6.000bn will be 
in the form of preferential shares. 
In addition, banks are planning 
to raise around Y2,000bn through 
share issues. They have promised 
to write off Y9,300bn of bad loans 
in the current fiscal year. Hakuo 
Yanagisawa, who beads tbe 
Financial Reconstruction Com- 
mission, says these steps should 
be enough to eliminate the bad 
loans from tbe bubble era. 

Even these dizzying sums, how- 
ever, may prove insufficient to 
cure the Japanese banking mal- 
aise. The recession has triggered 
more loan defaults. Japan has 
experienced five consecutive 
quarters of economic contraction, 
and bankruptcies remain high. 
Provisioning for bad debts looks 
modest Under current Financial 
Reconstruction Commission 
guidelines, banks are required to 
make provision far only 70 per 


cent of their Y7.000bn loans to 
bankrupt customers, and 15 per 
cent of their Y66,000bn loans to 
customers “which require careful 
monitoring". A Swedish official 
who was involved in his coun- 
try’s banking crisis says Japa- 
nese provisioning looks too 
small. Officials in Washington 
have suggest that bad loan 
reserves of between YlS.OOObn 
and Y20.000bn will be needed. 

This shortfall could be met by 
tbe funds set aside to buttress 
tbe banks' capital and reserves. 
The FRC still has Yl7.000bn in 
the kitty. Some senior finance 
officials admit more capital injec- 
tions are likely next year. 

But even if banks become 
healthy and solvent again, it 
remains unclear whether they 
will be able to restructure their 
businesses. 

Some progress has certainly 
been made. The government has 
already acted against several 
weak banks. It closed HokkaJdo 
Takushoku. nationalised Long 


Japan’s banks must 
be nursed back to 
financial health so 
that they can start 
lending again 


Term Credit Bank and NCB, and 
forced the mergers of Yasuda 
Trust and Fuji Bank and of Mit- 
sui Trust with Chuo Trust. 

The government also per- 
suaded the surviving banks to 
“restructure" in exchange for 
public funds. As a result, the top 
15 banks have promised to cut 
staff by 15 per cent and their 
branches by U per cent, often by 
closing operations overseas. Not 
even executive directors have 
escaped the new austerity drive: 
banks have been streamlining at 


tbe top. and the average number 
of directors on banking boards 
has fallen from 29 to 17. “We ore 
sincerely listening more closely 
to criticism of the h anking indus- 
try by citizens.” says Masao Nish- 
imura, president of Industrial 
Bank of Japan. “We know we 
must restructure now." 

Some government officials har- 
bour even more radical plans. 
Some want to merge or shut 
down half of the top 17 banks in 
tbe next few years, segregating 
them into retail, international 
and wholesale niches. 

Some also mutter wistfully 
about imposing a "Citibank- 
solution. referring to the draco- 
nian restructuring that turned 
tbe US bank's fortunes around in 
tbe early 1990s. 

But cutting costs alone is 
unlikely to boost profits, since 
most Japanese banks are already 
surprisingly lean. Compared with 
Citicorp's 97.000 employees. 
Japan's top 10 commercial banks 
employ 124.000. as well as manag- 
ing six times the assets of the US 
bank. Instead, the problem 
appears to lie in a weak revenue 
base and very low margins, 
which are about one-tenth of 
their US rivals. Healthier reve- 
nues will therefore require radi- 
cal moves, such as withdrawing 
from unprofitable businesses and 
managing their vast Y600.000bn 
loan portfolio on straightforward 
market principles. 

Can they do this? Bankersseem 
unwilling to have a go. To date, 
the government has not sacked 
any incompetent managers. They 
remain in their jobs, unrepri- 
manded. with few incentives to 
change their ways. Profit-related 
or share-price-related pay, for 
instance, is unheard of in Japan- 

The events of the past year 
may have diminished their will- 
ingness to take risks. Katsunobu 
Onogi. Long Term Credit Bank's 
president, was once considered 
one of Japan's most innovative 
managers. But his boldness is 


now blamed for the bank's col- 
lapse. “Nobody wants to be the 
nail that sticks out,” says one- 
young bank official. 

At the Bank of Tokyo Mitsubi- 
shi. a senior official recently 
admitted: “A Citibank restructur- 
ing will never happen in Japan.” 

This caution may not necessar- 
ily matter, if the government 
itself keeps pushing for change. 
The Financial Reconstruction 
Commission has some powerful 
levers to change the way banks 
run their business. The com mi v 
sion will be able to convert its 
preferential shares in Daiwa. Mit- 
sui Trust. Chuo Trust and Toyo 
Trust after only three months if 
it is unhappy with the banks' 
management. The government, 
in effect, would be national ising 
those banks. 

“For the first time in investment 
history it appears that sharehold- 
ers of Japanese banks are goinv 
to come out on top. The govern- 
ment. as their biggest share- 
holder, has a major incentive m 
make the banks profitable. " sav* 
Robert Zielinski of Lehman 
Brothers. 

But banks are likely to change, 
their ways only if the govern- 
ment keeps up the pressure. The 
danger is that the buoyancy of 
the stock market, and the general 
feeling that a financial meltdown 
has been averted, may weaken 
the government's reformist zeal. 

Japan, in other words, may 
have eased its banking crisis. It 
may even have made the banks 
healthy enough to ease the 
short-term credit crunch. Bm 
this, unfortnetly, may not be 
enough. One or the reasons 
Japan’s banking malaise has 
dragged on for eight years is that 
the government acts only when 
faced with panic in the markets. 
Now that the panic is over, the 
government may find it harder to 
summon the political will to 
exact the reforms that are Deeded 
to create really world-class 
banks. 


Korean calm 


OBSERVER 


The agreement between North 
Korea and the US, which allows 
inspections of Pyongyang’s sup- 
posed nuclear site at Kumchan- 
gri, is a welcome first step in 
resolving what was fast becom- 
ing a dangerous confrontation 
and a threat to regional stability. 

In the short run it should 
ensure North Korea's freeze on 
its nuclear development r emain s 
in place. But more now needs 
urgently to be done to persuade 
Pyongyang to curb missile devel- 
opment and proliferation. 

Despite the high profile given 
in. Washington to China’s missile 
development North Korea with 
its possible nuclear arsenal. East- 
developing missile capability, 
imploding economy and unpre- 
dictable politics remains one or 
the most dangerous places in the 
region, if not the world. 

Last summer's missile launch 
over Japan terrified that country 
and showed Pyongyang was close 
to being able to fire missiles at 
the continental US. 

That has given an immense 
push to the controversial mid 
expensive theatre missile 
defence(TMD) project, which has 
in turn undermined Washing- 
ton’s relations with Beijing. 
Without the North Korean threat 
Japan would have much less 
need of TMD. Its own relations 
with China would improve. If 
Japan did not participate, there 
would be less scope for extending 
TMD to Taiwan. 

Thus it is in China’s interest to 
participate in persuading Pyon- 


yang to curb its missile develop- 
ment. But the central require- 
ment is a more stable relation- 
ship between the US and North 
Korea that would open the door 
to economic assistance. 

The forthcoming report by Wil- 
liam Perry, the former defence 
secretary, on bilateral relations 
offers an opportunity to launch 
such a policy. To succeed, it has 
to be bold and bring real benefits 
to both sides. Progressive relax- 
ation of US trade and financial 
sanctions would be worth offer- 
ing In return for verifiable and 
enforceable commitments on mis- 
siles. 

Because of its ability to retali- 
ate against both South Korea and 
Japan. North Korea cannot be 
treated in the same way as Iraq. 
A comprehensive deal, including 
the easing of sanctions, offers the 
best way of leading it safely back 
into the international fold- More- 
over. it would be in line with the 
present policy of South Korea, a 
clearly interested party. 

It would be difficult to sell to a 
sceptical US congress, but Mr 
Perry has the stature to do so. 
For such a deal to work, the US 
would also have conscientiously 
to live up to its commitments - 
something it has been occasion- 
ally reluctant to do on the 1994 
nuclear freeze agreement North 
Korea would have to understand 
that this was the best and Jast 
chanc e of winning the kind of 
international relations that could 
help it sort out its catastrophic 
economic mess. 


It’s Bully 
for Bush 

If it's feeling a little crowded on 
George W Bush’s bandwagon, 
that’s probably because 90m 
Mexicans just got on. 

At times the Texas governor's 
amble towards the Republican 
nomination and the White House 
almost looks effortless. 

All the same. Bush Jr, once 
nicknamed “Shrub" by an early 
dismissive opponent, is looking 
in alt sorts of places for votes. 

He’s just landed on the front 
page of Mexico City’s leading 
newspaper, identifying himself as 
“Mexico’s Best Friend Neath of 
the Border*. 

That might sound slightly 
hollow from a man who routinely 
ignores mercy pleas from Mexico 
over its citizens on Texas's Death 
Row. 

But while herds of gringos 
complain about wetbacks, drugs 
and corruption, the governor 
strikes a much more sympathetic 
tone about illegal immigration 
and America's endless appetite 
for illicit substances. 

With plenty of Latino votes 
there for the grabbing, the 
message will sell well in Chicago 
as well as Chihuahua But it 
might puncture one of Mexico’s 
favourite pastimes: 
grin go- bashing. 

Bill Clinton proclaimed a virtual 
love affair with Ernesto Zedillo, 
the Mexican president, after a St 
Valentine’s Day meeting last 


month. Gray Davis, the new 
Democrat governor of California, 
has also caught the Mexican love 
bug. 

Doesn't anyone remember the 
Alamo? 

Carefree Caretaker 

In public relations terms, foe 
European Commission may just 
have glimpsed foe best president 
It never had. 

While Jacques Santer, the 
commission president forced to 
fall on his sword earlier this 
week, blustered about being 
“whiter than white", one of his 
former lieutenants put in a 
virtuoso performance. 

Karel Van Miert the Flemish 
competition commissioner, was 
confident informative and 
persuasive yesterday when he 
explained the commission's 
powers and policies in its present 
limbo stale. The 20-strong 
executive, which resigned en 
masse, hasn't yet cleared its 
desks and Is staying on in a 
caretaker capacity. 

So Is Van Miert the man to 
lead the commission through its 
current time of troubles? 

Although everything might be up 
for grabs, a new permanent body 
isn’t scheduled to take over until 
the end of this year. 

Observer fears that despite all 
that’s going for him, Van Miert 
might not make the grade. He's 
already made plans to go into 
academia. And, Inconveniently, 
the report that triggered the 


commission’s collective hari-kiri 
noted some of Van Mlert’s 
administrative failures In a 
previous euro-lncam at ion. 

Fruit Salad 

Be warned: In Hong Kong, foe 
investment bankers are 
salivating. There’s a tasty 
commission in foe offing and 
next to no one can think about 
anything else. 

Last summer, when foe air was 

thick with speculators, the 
territory's government splashed 
out more than $100m on shares 
in an unconventional attempt to 
defend foe Hong Kong dollar. 

Now things are more stable 
and the government Is looking 
for an adviser to help offload the 
shares sometime in foe future. 
The task’s certainly a tempting 
one: the prestige that comes with 
it would catapult any financial 
adviser well up foe league tables. 

But banking chiefs whisper that 
it might prove a little indigestible. 
Will painstakingly written 
research reports have credibility 
if foe house is preparing to 
offload a serious chunk of 
shares? Will trading volumes be 
scrutinised with a degree of 
scepticism? 

What’s more, the government 
is likely to expect favourable 
rates for the privilege of its 
business, and advisers won't 
necessarily be offered foe task of 
making any of foe sales. A plum 
job? If you can avoid choiring on 
foe pit 


Awkward moment 

Nelson Mandela must have 
wished he was somewhere else 
yesterday when his former 
comrade Allan Boesak was 
convicted of fraud and theft. 

Mandela is touring 
Scandinavia, thanking the Nordic 
nations for their support through 
foe apartheid years, and 
especially for the money they 
provided to help foe oppressed. 

Trouble is that most of the 
money that Boesak was found 
guilty of siphoning off came from 
those very countries. 

Cleverly stupid 

Amid all the commotion about its 
forthcoming flotation. Goldman 
Sachs has been sadiy neglected 
for its inspiring contribution to 
foe English language. 

Observer’s seeking to put that 
right. Not only has the 
investment bank pioneered the 
invention of self-explanatory 
phrases, such as “relentless 
thinking", but in its 1998 annual 
review - foe equivalent of other, 
more ordinary firms' annual 
reports - it marries words and 
images to extraordinary effect 

Architectural photographs 
provide the perfect backdrop to 
fascinating oxymorons such as 
“simple complexity", “grounded 
reach" and "practical passion”. 

And Observer’s favourite 
Goldmanesque conceit? Why, it’s 
“volatile stability" of course. 



100 years ago 


Fighting In Goldfields | 

The New York “World" 
publishes a dispatch from { 

Vancouver that a desperate I 

fight has taken place between 
American and Canadian 
miners on foe Porcupine River, 
which forms the boundary 
between Alaska and Canada. 
The fight arose out of a 
disputed right to stake out 
gold claims and 100 
Americans and 50 Canadians 
were engaged. Both claimed 
the disputed ground as within 
their respective countries and 
from words quickly came to 
blows, and finally to foe use of 
revolvers. Ultimately numbers 
prevailed, and the Canadians 
were driven back, leaving 
three of their number dead on 
foe field. One American was 
killed. 

50 years ago 

Summer Petrol 
For the months of June, July 
and August, motorists will 
receive a double ration of 
petrol. This was announced in 
the House of Commons 
yesterday by Mr Hugh 
Gaitskill. Minister of Fuel. 
Because of foe serious dollar 
deficit, foe Government had 
decided foal no permanent 
increase in the standard ration 
could yet be afforded. The 
issue would be a special 
summer holiday bonus. 
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Beware the Japanese bull 


Is there finally a ball case for baying 
Japanese shares? Almost unnoticed along' 
side the Dow's historic breach of the 
10.000 level, the Nikkei has seized the 
mantle of this year's best performing 
major stock market index. Since January 
1, it has risen by 26 per cent Compared 
with that, the Dow has managed just TA 
per cent and the FTSE 100 an anaemic 4K 
per cent 

_ How are investors to read this surge? 
With considerable caution, if history Is 
any guide. In the bleak years since 1988, 
foreign investors have periodically dipped 
into Japan, hoping to bottom-fish. The 
general result has been to provoke a tran- 
sient rally - followed by renewed slump. 
On the surface, there is little sign that 
things will he any different this time. 
Japan’s wheezing economy has not lost its 
capacity to surprise on the downside. This 
month’s announcement that the economy 
contracted in the fourth quarter Is a case 
in point. 

One positive factor is the increasing sta- 
bilisation of the banking system, mainly 
due to a huge Injection of government 
funds. The credit drought afflicting Japa- 
nese companies has abated, bringing a 
dramatic decline in bankruptcies. But this 
good news contains bad tidings for 
equities. In return for its largesse, the 
government is forcing hanks to unwind 
their cross shareholdings, which may 
amount to 30 per cent of the market Like 
its forebears, this rally may contain the 
seeds of its own destruction. 

Mediobanca 

Could Mediobanca find itself at the end 
of a break-up bid? The question would 
until recently have been considered 
almost Use mojesti. so strong was the 
Milanese merchant bank’s grip on Italian 
finance. No longer. A series of botched 
deals have undermined Mediobanca's rep- 
utation for invincibility. And as observers 
realise the emperor is not wearing 
clothes, the rumour mOl starts to chum. 

' Meanwhile, Mediobanca's defences are 
crumbling. The three Italian banks, which 
each own stakes of 8 per cent in Medio- 
banca and used to represent a formidable 
phalanx against intruders, are going their 
own way. And Lazaid Fibres, once a close 
ally, is now a rivaL 

A break-up hid would also have a 
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motive. Mediobanca owns a direct stake of 
12 per cent in Generali, the insurance 
giant, and a further S per cent in associa- 
tion with LazarxL Baying Mediobanca 
could therefore be a route to controlling 
Generali. That might interest one of the 
big Italian hanit» or even a foreign insurer 
such as Asa. Moreover, Mediobanca 
trades on a big discount to the sum of its 
parts: the Generali stake alone accounts 
far two-thirds of its €6.7bn market capital- 
isation. If capital gains tax problems could 
be resolved, the buyer could make a 
healthy profit. 

There is still residual awe for Medio- 
banca. So nobody may have the guts to 
launch a bid. But if it foils to reassert its 
power quickly, all bets will be off 

DLJdirect 

After deliberating for several months 
over the sale of a stake in its discount 
internet brokerage business. Donaldson 
Lufkin & Jenrette yesterday announced 
an initial public offering in DLJdirecL In 
fact, the wording is misleading: DU is 
offering not a stake in the ownership of 
DLJdirect but a tracking stock. DLJ's 
management appears to have bad second 
thoughts about giving up even a 10 per 
cent stake in the ownership of a core 
strategic asset This thinking has some 
merit a true IPO would require a separa- 
tion of DLJdirect from tbe core business 
which might be difficult to execute given 
Its strong links, particularly with DLJ's 
clearing unit, Pershing. 

It seems rather surprising that the tried 


if not folly trusted route of a tracking 
stock has not been used before to release 
the value of an internet business and it 
may set a trend. Ziff Davis, the media and 
marketing group, is already planning a 
tracking stock for its Internet service 
ZDNet And given avid demand for inter- 
net plays, the tracking stock may gain In 
popularity among investors too. 

A DLJdirect tracking stock is better 
than nothing, and will certainly help DLJ 
release some value for its own sharehold- 
ers. While DLJdirect is not one of tbe 
fastest growing internet brokers, its 
higher-end franchise is a valuable one. 
But a real IPO offering a direct stake in 
DUdirect would stiff have been a more 
exciting prospect for investors. 

UK motor retailing 

Tyre-kickers at the Monopolies and 
Mergers Commission wilt recognise the 
problem quickly. After all, they reviewed 
the UK motor retailing industry just eight 
years ago. New car prices remain way 
above continental levels, vary little from 
dealer to dealer and show no sign of con- 
verging downwards. Since it is bard to 
imagine a more mobile product, the 
absence of price harmonisation within the 
single market must raise eyebrows. 

Hie imbalance of power between motor 
manufacturers - predominantly Ford, 
Vauxhall and BMW/Rover in the UK - 
and their highly fragmented franchise 
dealers looks an obvious target for criti- 
cism. The lack of volume discounts for 
dealers, which fear losing their franchises 
if they ignore manufacturers' “recom- 
mended resale prices" or engage in paral- 
lel importing, obviously creates market 
inefficiencies. But this alone is not suffi- 
cient explanation for the price differen- 
tial. After all, the same system applies 
across continental Europe, where prices 
are lower. 

Other factors must therefore play an 
important part. That UK cars have 
right-hand, not left-hand, drive discour- 
ages parallel importing. And tbe strength 
of the pound and differing tax regimes are 
also distorting factors. So ending the 
Europe-wide system of exclusive dealer- 
ships, which is to be reviewed by the 
European Union next year, should help at 
the margins. But on its own it is unlikely 
to be a big boon. 


IOC expels six members 
accused in corruption probe 

Samaranch survives after near-unanimous vote of confidence 
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Aiyah Deri, leader of toraeTa idtra-Orttwdox Shea party, is greeted by 
supporters after his conviction in Jerusalem for fraud, breach of trust 
said bribe-taking. He wffl be sentenced next week. Page 6 Picture: AP 
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FT WEATHER GUIDE 


Europe today 

Most of France wffl have a set- 
tled day with a lot of sun but 
the far north will have showers. 
The Iberian Peninsula wffl be 
very warm with perhaps a 
shower on the northern coast 
t-figh pressure wffl dominate the 
rest of the western Marfter- 
ranean, central aid eastern 
Europe giving settled and 
sunny weather but the Alps 
may have a few showers. The 

eastern Mediterranean wffl see 

heavy and thundery showers. 
Scandinavia wiH also be unset- 
tled with ram in the south and 

snow in the noth. 

Five-day forecast 

Most of north-west Europe wlfl 
be breezy with sun and show- 
ers. It Wffl tom colder, particu- 
larly over central Europe, with 
stoat and snow. Turbulent 

weather over Greece wffl clear 

to leave brijfoter weather for the 

weekend. 


1030 
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By Patrick Harvetson hi Laosame 


The International Olympic 
Committee yesterday attempted to 
draw a line under the worst scandal 
to hit the Olympic movement in its 
105-year history whan it expelled six 
of its members. 

But demands from outside the 
organisation for Juan Samaranch, 
the IOC president, to resign went 
unheeded at the meeting in Lau- 
sanne, Switzerland. 

Instead, the 76-year-old Spaniard, 
widely criticised for faffing to take 
earlier action over corruption allega- 
tions, received a standing ovation 
and near- unanimo us vote of confi- 
dence in his leadership. 

Tbe six were expelled for accept- 
ing several hundred thousand dol- 
lars’ worth of cash, gifts and other 
inducements from Salt Lake City 
during its successful bid to host the 
2002 winter games. 

The expulsions came at the end of 
a tense six-hour meeting in which 
the members accused by an internal 
IOC inquiry of inappropriate and 


unethical behaviour were allowed to 
defend their actions. However, after 
a series of secret ballots, they were 
all thrown out by overwhelming 
majorities. 

All but four of the 90 members 
who attended the extraordinary ses- 
sion supported Mr Samaranch, who . 
nar n pri a standing ovation after he 
pledged to ig»d the movement Into 
the next Tirmprmimn He has b e en 
president of the IOC since 196a 

The six members expelled were: 
Agustin Arroyo of Ecuador, Zein E 1 
Abdin Ahmed Abdel Gadir of Sudan, 
Jean-Claude Ganga of the Republic 
of Congo. T-aTnhift ypj ta of Mali, Ser- 
gio Santander of Chile and Paul 
Wallwork of Samoa. 

At least 30 votes were needed to 
avoid expulsion, but none of tbe six 
received more than 19 votes of sup- 
port There was no immediate com- 
ment from any of tbe crusted mem- 
bers, aU of whom had professed 
innocence of any wrongdoing. 

However, tbe evidence against 
them was regarded by the IOC exec- 
utive as overwhelming. An investi- 


gation into the Salt Lake City bid 
found that Mr Ganga had received 
$270,000 in cash, medical and travel . . 
expenses and lavish gifts Aram the 
hid committee, Mr Arroyo’s family ; 
almost 521,000, and Mr Gadir’s son - 

517,000. • 

Yesterday's expulsion* took the- 
total number- of IOC members^ to/foB - 
victim to the scandal to 10 - 
other members had resigned . before r 
■' the T j wanna meeting. 

Nine other members implicated in .■ 
tbe scandal, including senior figures > 
such as Kim Un Yong of South. ; f j 
Korea and Phillip Coles of AustraHa^- 
received nffiftM .warnings from the ! i£ . 
IOC executive for their behaviour; 
The former Is still under investiga-. 1;-. 
tion _and could yet face expulsion. : ■ r;\ 
The special session continues 
today when IOC. members will be 
asked to approve changes to the hid- - 
Hing process for the 2006 winter 
ganna; and . the establishment of an 
independent ethics commission to - _• 
-oversee the. IOC. 

SSn».i5. 
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Beijing tries out overseas fund 
managers with forex reserves 

By James Harding In Shanghai SAFE authorities' efforts to raise button, by type of fi n an c i a l insl 

— a ai_* i 1 1 I ■ " — ■ 1 C am Vvw-r 4w mnfKri 


China is considering handing over 
management of part of its 5146 5bn 
foreign exchange reserves to inter- 
national hanki; and fund manag ers. 

The State Administration of For- 
eign Ternhang w, or SAFE, which Is 
responsible for the reserves, has 
already begun to allocate trial 
amounts from the reserves to over- 
seas finanrial institutions to test the 
rates of return as well as the risks of 
external fund management. 

Foreign management of even a 
part of China's foreign exchange 
reserves - the second largest in the 
world - could represent a substan- 
tial business opportunity for interna- 
tional banks and might mean tbe 
funds becoming more actively traded 
In global martlets. 

A senior Chinese official said: “It 
is going to be a long process. We will 
see who is better, who has the edge, 
who is going to work best with 
China’s foreign exchange fond man- 
agement” The trial is part of tbe 


SAFE authorities' efforts to raise 
returns on the country’s substantial 
foreign currency holdings while 
maintaining a conser va ti ve invest- 
ment policy. Entrusting foreign 
financial institutions with some of 
China’s reserves is also intended to 
improve officials' understanding of 
world financial markets. 

Asked if there were concerns 
about the security of foreign admin- 
istration of parts of the Chinese 
reserves, the official noted that some 
governments and "central banks 
have used external fond managers 
for some time and . . . allocated fairly 
large parts of their reserves to exter- 
nal management". 

The Government of Singapore 
Investment Corporation began plac- 
ing funds with private sector inter- 
national managers based in the city 
state in 1994. 

Tbe Chinese trial, understood to 
have begun last year, has been struc- 
tured to explore the rates of return 
as well as the quality and liquidity 
of investments by geographic distri- 


bution. by type of financial institu- 
tion and by Investment methodol- 
ogy, tbe official said. 

“The reason we have these 
reserves is to deal with any unex- 
pected or expected negative change 
to the balance of payments, " he - 
added. “So it is very important to 
maintain high quality and high 
liquidity ... at the same time, a high 
return from the reserves is an impor- 
tant part of the job.” 

The funds would have to continue 
to be invested in the Group of Seym •' ' 
industrial countries. In sovereign . . 
instruments or in supranational « pri 
corporate bonds with tripled 
ratings, he said. China would con- 
tinue to operate an extremely cau- 
tious policy in the management of 
its foreign exchange reserve ftind& v: _ ■ 
Inte rnational hanks kegn to Optimal .-J 

Jse returns would be likely to trade 
the funds under their management 
more actively than the Chinese'^ •= 
government, authorities, said one : 
analyst familiar with China's. Sbaex . . 
reserve system. . r.. 
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Exceeding customers’ expecrao'ons means achieving quality standards at the highest level. H Group companies targeted 
quality imptm'emems in 1993. winning no fewer than 31 ISO. QS and customer awards, as against 40 in 1997. 
Bnndy's VARIFORM operation was selected by DaimlerChrysler as one of the handful of its 11,000 suppliers worthy of its" 
Quality Role Model Award. Fotsheda won best supplier status from Electrolux for zero defects and 1 00% on-ttme delivery 
Dowry’s achievements included ‘best in class' awards from GE and Volvo Aerospace John Crane CycLun won foe 
‘Charte Qualitf du Klai‘ from Renault VI. for the second consecutive year The challenge for 1999 - raise quality to new peaks. 
TI Group has four specialised engineering businesses. John Crane, fforsheda, Bundy and Dowry 

Each one is a [ethnological and market leader in its Held. Together, their specialist stalls enable ■ r 

TT Group to get the critical answers right for its customers. Worldwide, ■ - 


77 Croup 

G/obaf Spedafeed Engineering 

OtysamtntdPdAcf&Bn. T| Croup pic. LwtUwni Own. Afangim. Osm CK14 1UH. E&gfrid li«w.fjp Dn j Wn jj 


m? 




ii," 

S';. 

b.? -. _ 
i._ I 

■'Vi.', 


hls-- 
fen, 
bs ‘ 

StN.'.' 

ip 

Visp/ 

'• 

u ' 1 


S ' 

*V- 

5 - 1 

S' 

K-b-. 

r “j.. 

JvJ 

S, 




*>. 

sr: 


















17 


/ 





: r 


FINANCIAL TIMES 


Heating Replacement A 
Ports and Controls Ltd, toi jy 


PRINTERS 
FAX MACHINES 



No. I in honing system spares. 


©TW niWCUL 1K5 UNITED l®9 


THURSDAY MARCH 18 1999 


Week 11 



INSIDE 


~*vt 






LMA acts on distressed loan practice 

The Loan Market Association, which Includes 80 
banka active in European loan markets, is to 
launch a code of practice for trading distressed 
corporate loans. The guidelines aim to regular- 
ise trading In loans that need to be restructured 
because of the borrower’s financial problems, 
including the need to roll over loans, seek debt 
forgiveness or face insolvency. Page 26 

Showdown time for Gucci and LMVH 

! Ever since LVMH, the 
French luxury goods 
group, started to build 
a $1.4bn (€1.27bn) 
stake in Gucci, the Ital- 
ian fashion house led 
by US designer Tom 
Ford (left), the two 
companies have been 
locked in a ferocious 
clash. They are to meet 
at the behest of a 
Dutch court which has 
urged them to negotiate a settlement But the 
prospects for agreement look slim. Page 20 

Japan extends TFB purchase power 

Japan's Ministry of Finance announced It would 
allow Its Trust Fund Bureau to continue to pur- 
chase JGBs after April. The ministry halted TFB 
purchases last December but made a u-tum to 
sanction a resumption last month. Page 26 

ECB urged to restrain gold sales 

Concerns about the impact of gold sales by the 
Internationa! Monetary Fund on gold prices and 
production could be eased if the European Cen- 
tral Bank committed rtseff to restraining gold 
sales by national central banks. Page 28 

Nissan reverses in to junk bond 

Nissan Motor has joined one of Japan's more 
controversial clubs. Amid the speculation about 
its future, it was relegated to "Junk bond" status 
by Moody's, the US credit rating agency. The 
move prompted government protests but also 
created a business opportunity. Page 22 

Rate futures rise as Bank doves sing 

Short sterling prices rose as the Bank of 
England hinted that more interest rate cuts were 
on the way, appearing to defy its official policy 
of taking each month as it comes. Page 27 

Business booming on State Street 

Fund management is supposed to have become 
about marketing to Individuals but State Street 
Global Advisors' performance suggests other- 
wise. A decade ago, its assets were $17bn. 
Today they exceed $500bn. Growth has been 
achieved without acquisitions and with minimal 
attempts to tap the US retail market Page 18 

Oslo climbs out of cold storage 

The cold snap that made the Oslo Total index 
one of Europe's worst performing markets last 
year has begun to thaw with growth in some of 
its most heavily traded stocks. Page 38 
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Olivetti seeks Telecom Italia job cuts 


By Paul Betts in KUan 

Roberto Colaninno, Olivetti’s 
chief executive, yesterday said 
he intended to cut 13.000 jobs 
at Telecom Italia and shed the 
group’s Latin American assets 
as part of a strategy to back 
his company's €53bn ($57.8bn) 
hostile bid for its Italian rival. 

He also said he would reduce 
international and domestic 
long distance telephone call 
charges by 70 per cent. 

In a clear effort to reassure 
holders of Telecom Italia non- 
voting savings shares, be said 
that Olivetti intended to 
launch a share buy-back for up 
to 30 per cent of the outstand- 
ing savings shares at a maxi- 
mum price of €10 a share. This 
is the same price Olivetti is 


13,000 redundancies if hostile takeover bid succeeds 


proposing for all Telecom 
Italia common stock. 

Telecom Italia savings share- 
holders had become increas- 
ingly worried over the value of 
their holdings after Olivetti 
said that it would bid only for 
voting shares. 

Mr Colaninno also said Oli- 
vetti would main tain a s imil ar 
dividend payout for savings 
shares in the event that Its 
takeover succeeded. 

In a further move to sweeten 
the market, Olivetti is also 
proposing a sharp increase in 
the dividend payout of Tele- 
com Italia Mobile (TIM), the 
cellular phone company 60 per 
cent owned by Telecom Italia. 


The company is proposing to 
increase the dividend up to 90 
per cent of TIM's net profits 
across all classes of shares. 

The Olivetti chief executive 
described the proposal of Mr 
Franco Bernabe. Telecom Ital- 
ia's chief executive, to merge 
Telecom Italia and TIM as “a 
great stupidity". 

The group's mobile and 
fixed-line telephone operations 
could be integrated without a 
merger. Mr Colaninno added. 

The proposed merger by Mr 
Bernabe Is part of a package of 
defensive measures that Tele- 
com Italia will put to its share- 
holders next month. 

Mr Colaninno yesterday 


described his €10 a share offer 
in cash, bonds and equity as a 
“just price”. He said his indus- 
trial strategy aimed to boost 
Telecom Italia shares to €14 in 
five years. 

The main points of the 
industrial strategy be outlined 
to the Milan financial commu- 
nity included the job cuts in 
Telecom I talia ’s core fixed line 
telecommunications business, 
which now employs 79,500 
people. 

A sharp reduction in call 
charges would be offset by 
new internet, data communica- 
tions and electronic trading 
services to maintain fiat reve- 
nues during the next three 


years. Olivetti's plan envisages 
L4,500bn (S2.52bn) in cost 
savings and no immediate dis- 
posals of non-core assets. 

rnstead, Mr Colaninno 
intends to review these 
operations, restructure them, 
secure new industrial allies 
and then consider selling some 
of them. 

His international strategy 
would focus Telecom Italia on 
the European market and its 
current Interests in Spain, 
Greece, and Austria. He said 
he did not consider Latin 
America to be strategic. 

Mr Colaninno’s plan envis- 
ages investments which will 
total L2SJS00bn over the next 
three years. 

Doing battle, Page 14 


DLJ plans 
tracking 
stock for 
internet 
brokerage 

By John Labate and 
Tracy Corrigan hi New York 


Donaldson. Lufkin & Jenrette. 
the US investment bank, yes- 
terday took advantage of the 
soaring price of internet- 
related stocks and announced 
plans to Issue a new class of 
shares to track the perfor- 
mance of DLJdirect. its Inter- 
net brokerage. 

The company said in Janu- 
ary it was considering selling a 
stake in DLJ direct but it has 
instead opted for the more con- 
servative option of creating a 
tracking stock. 

A tracking stock confers the 
right to a stream of earnings 
in a business but not owner- 
ship rights, which in this case 
will remain with DLJ. The 
company wants to keep con- 
trol of a strategic asset. 

'They are addressing the 
demand for internet company 
shares." said Alex Stein, online 
company analyst at Gomez 
Advisors. 

'It’s unfortunate that they 
were only willing to go this 
far," he added, referring to the 
disappointment that DLJ had 
stopped short of a full initial 
public offering of shares. 

Competing internet broking 
companies have seen their 
share prices soar in recent 
months. 

New figures for internet 
trading volume for the initial 
months of 1999 have confirmed 
growing demand, after a rapid 
rise in the fourth quarter of 
1998. E*Trade, the West Coast- 
based internet broker, has 
seen its stock rise from $6 in 
October to about $55. 

‘DLJdirect is obviously 
going to have a higher growth 
forecast and price to earnings 
ratio than DLJ and they are 
trying to take advantage of 
in the market." said Mich- 
ael Gazala of Forrester 
Research. 

DLJ, which is 73 per cent- 
owned by the Equitable Com- 
panies, itself became public 
through an IPO of 20 per cent 
of its stock in October 1995. It 
is primarily a US investment 
banking business, with no 
retail brokerage business and, 
with this background, is 
un «s»al in having developed a 
separate internet brokerage 
business. 

DLJdirect Is one of the old- 
est internet broking busi- 
nesses. the seeds of which date 
back to a product developed 12 
years ago, called Prodigy. 

It is not growing as rapidly 
as some internet trading ser- 
vices, but analysts said it has 
not experienced some of the 
operational problems that 
have dogged others. 

Bill Burnham, online analyst 
at CS First Boston in San 
Francisco, estimated that it 
ranked sixth among online 
brokers last year. 

According to yesterday’s fil- 
ing, DLJdirect had 529,000 
accounts as of the end of last 
year and conducted an average 
of 11,400 trades a day. It has 
total customer assets of SBbn. 
Hie business was rated num- 
ber one online broker in a Bar- 
ron’s newspaper survey of 
online brokers. Its revenues 
Increased from $67 .2m in 1997 
to S117.9m last year, a rise of 
75 per cent - 

Analysts believed DLJdirect 
would be valued in the public 
mar ket at $L5bn to $2bn. The 
company plans to use the 
money raised for marketing, 
international expansion and 
other corporate projects. 
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Profits hoist: CJydsport, the Scottish ports operator which runs Hunterston, Greenock and Glasgow, has announced record profi t s and ambitious 
ex pa nsion plans. The figures wars boosted by demand for coal imported from South Africa and South America. Fiji story, Page 24 Martin Hunter 


OTE AND_KPN SET TO TAKE CONTROL OF BULGARIA'S STATE-OWNED TELECOMS COMPANY 

Joint bid for 51% of BTC expected 


By Kerin Hope in Athens 
and Gordon Cramb bi Amsterdam 

OTE of Greece and KPN of the 
Netherlands, both telecoms 
operators, are today expected 
to make a joint offer for a 
majority stake in BTC. the 
Bulgarian state-owned tele- 
communications utility, in the 
country’s flagship privatisa- 
tion deal. 

The Bulgarian government 
set today as the deadline for 
binding offers for 51 per cent 
of BTC. 

Embarrassingly for the gov- 
ernment. however, OTE and 
KPN may be the only bidders 
for BTC. Telefonica of Spain 
and Deutsche Telekom, the 
German operator, have con- 


ducted due diligence in recent 
months but are considered 
unlikely to submit final bids. 

A further stake of about 10 
per cent is to be sold to 
employees this year. 

The acquisition is expected 
to value BTC at $lbn-$1.5ba 
However, the precise amount 
of the cash offer will depend 
on the number of employees to 
be retained and the level of 
investment required to raise 
the quality of telecoms ser- 
vices in Bulgaria to western 
European standards. 

As part of the deal, the gov- 
ernment is also offering a 
licence to set up Bulgaria's 
second GSM -900 mobile tele- 
phone network. 

OTE is pursuing an aggres- 


sive expansion strategy in the 
Balkans. Last December it 
acquired 35 per cent and man- 
agement control of Rom Tele- 
com, the Romanian state tele- 
coms utility. 

It also holds a minority 
stake in Telekom Serbija, the 
Serbian state operator, along- 
side Telecom Italia. 

KPN is also active in the 
telecoms sector in central 
Europe. 

It holds stakes in SPT, the 
Czech fixed-line operator, and 
in mobile telephone and fixed- 
line business services in Hun- 
gary. 

Vassilis Rapanos, OTE chair- 
man. said the partnership with 
KPN marked a breakthrough 
in the Greek group's Balkan 


strategy. The acquisition pay- 
ment would be shared equally, 
he said. 

Wim Dik, chairman of the 
Dutch operator, said yesterday 
the investment was “too large 
and risky to do alone". 

Under the terms of the joint 
bid, OTE would acquire 60 per 
cent and KPN 40 per cent of 
the 51 per cent holding in 
BTC’s fixed-line operations. 

The Dutch operator would 
hold 60 per cent of the new 
cellular operator with OTE 
taking the remaining share. 

Merrill Lynch is advising 
OTE on its BTC offer. The Bul- 
garian government is advised 
by Deutsche Bank. 


Volvo chief 
defends car 
arm sale 
and vows 
to expand 

By Tim Burt in Stockholm 


Leif Johansson, chief executive 
of Volvo, yesterday defended 
the Swedish group's decision 
to sell its car division to Ford 
for SKr50bn ($6bn) and vowed 
to use the proceeds in an 
aggressive capital investment 
and acquisitions programme. 

Mr Johansson, who last 
week secured shareholder 
approval for the deal, said 
Volvo's car arm had threat- 
ened to become a liability, 
diverting resources from its 
higher margin commercial 
vehicles, construction equip- 
ment and industrial engineer- 
ing operations. 

“The car division contrib- 
uted insufficient profits over 
the past 10 years and swal- 
lowed large amounts of cash.” 
he said. ‘1 believe it would not 
do as well with Volvo as its 
owner, rather than Ford." 

The Volvo chief executive, 
criticised by some Swedish 
commentators for selling a 
national Icon, warned that 
other medium-size automotive 
groups would face aiTnilar deci- 
sions as the industry consoli- 
dated. "A number of car com- 
panies will have to ask 
themselves whether it is worth 
remaining small, uncompeti- 
tive and independent.” 

Mr Johansson said Volvo 
would seek a dominant posi- 
tion in speciality vehicles, 
building on its existing posi- 
tion as one of the world's top 
three truck, bus and construc- 
tion equipment manufacturers. 

He declined to comment on 
likely acquisition targets even 
though the group has already 
acquired 13 per cent of Scania, 
its rival Swedish heavy truck- 
maker, and held exploratory 
talks with Navistar, the US 
truck and bus group. 

He emphasised that Volvo 
was planning to expand exist- 
ing international production 
facilities. That is expected to 
include assembling trucks and 
dumpers in Soutb Korea, 
where Volvo last year acquired 
Samsung’s construction equip- 
ment arm for $572m, and 
assembling buses and con- 
struction equipment in India, 
where Volvo produces trucks. 

Mr Johansson also pledged 
to press ahead with a SKrlObn 
share redemption if the Swed- 
ish government did not legis- 
late to permit buy-backs. 
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Smiths looking 
for acquisition 
around £2bn 


By Mfcftaef Peel 

Smiths Industries, the 
diversified UK engineering 
group that has been seeking a 
big acquisition, might consider 
spending more than £2bn 
f$3.2hn), more than double the 
amount previously intimated. 

This was indicated yesterday 
when it said it had been Inter- 
ested in buying Sunstrand, the 
aerospace components manu- 
facturer that has agreed a $4bn 
takeover by United Technolo- 
gies, tbe US-based industrial 
group. 

People close to Smiths, 
which has aerospace, indus- 
trial and medical divisions, 
had said that the group was 
looking to spend between 
£500m and £lbn on an acquisi- 
tion. 

The group confirmed yester- 
day that it would be interested 
in targets of that size, such as 
General Electric Company's 
cockpit displays business or 
the aerospace division of 
LucasVarity, the automotive 
components manufacturer. 

But Keith Butler-Wheel- 
house, Smiths chief executive, 
added that the group would 
have liked to have bought Sun- 
strand or Sherwood-Davis & 
Geek, the medical and surgical 
devices manufacturer that in 
1997 agreed a S1.77bn takeover 
by Tyco International, the US 
conglomerate. Smiths bid for 
Sherwood but not for Sun- 
strand. 

Mr Butler-Wheelhouse added 
that the group’s acquisition 
strategy was "opportunistic" 
rather than focused on particu- 
lar targets. 

“We have got s ome thing s 


we are working on. as we 
always have," he said. "But 
it's very difficult to predict 
which ones will land." 

A big acquisition would be 
in line with Smiths' strategy of 
raising sales after years spent 
focusing on inrrparing profit 
margins. 

At the end of January the 
group had net debt of only 
£l40m, against £i59m 12 
months before, and Interest 
cover of 38 times G&3 times). 

But one corporate financier 
familiar with the group said it 
might straggle to find a rea- 
sonably-priced target 

“Every time a medical or 
aerospace acquisition comes 
up there are a lot of people 
chasing it," be said. "So any 
acquisitions are likely to be 
highly rated and therefore 
very expensive." 

Smiths revealed that pre-tax 
profits for the six months to 
January 31 rose from £89 ,3m to 
£99.1m on sales up 9.7 per cent 
at £606. 7m. Operating profits 
rose £11.3m in the aerospace 
division but remained about 
flat in Industrial and health- 
care as customers reduced 
stocks. 

An interim dividend of 7.4p 
(6.75p) Is payable from earn- 
ings per share up 23p at 22p. 
Paribas is predicting pre-tax 
profits of £235m (£2l8.1m) for 
the full year, putting the 
group on a forward multiple of 
18.5. 

The shares dipped l06Vip to 
B53p, a faD analysts ascribed to 
profit-taking after a good run 
from a low of 624p in early 
October. 
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The eye of the migratory Stone Curlew is capable of focussing on the pin-prick 
light of distant stars dearly enough to recognise constellations and use them as 
a navigational tooL 


Vision that delivers. 


To see the future potential of a business with the clarity needed to plot a new 
course for It and confidently pay the price to acquire it takes a particular vision. 
Vision that we back with the £850 million Candover 1997 Fund. Vision that delivers. 


candover 
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COMPANIES & FINANCE: THE AMER I CAS 

TELECOMS MERGER WITH FRONTIER GIVES BERMUDA-B ASED CARRIER AC CESS TO NE TWORK COV ERING BIGGEST US CITIES 

Global Crossing achieves full-service status 


By Mctad Waters In New York 

The race to create global 
fibre-optic networks capable 
Of handling the explosion Of 
telecommunications traffic 
in the internet era produced 
an SU^bn merger yesterday 
between Global Crossing, an 
upstart international carrier, 
and Frontier, a US local and 
long-distance company. 
Bermuda-based Global 

Crossing has already stolen 

a march on potential rivals 
by developing its own under- 
seas cable network, giving it 
a way to attack the interna- 
tional traffic that remains 
one of the most profitable 
parts of the industry. 

Like other newcomers that 


have set out to create high- 
capacity telecoms networks, 
the company has decided 
that buying an established 
carrier can give a big boost 
to its traffic and bring down 
costs, said Sajai Rrishnan. a 
principal at management 
consultants Boot Allen. That 
echoes the decision by 
Qwest, the best-known new 
national carrier in the 
US, to buy the established 
long-distance carrier LCI last 
year. 

Further deals could follow 
for Global Crossing. Bob 
Annnnzi ata, chief executive, 
said the company would con- 
tinue to search for ways to 
“gain market share and 
reduce costs”. 


With the purchase of Fron- 
tier, which operates a fibre- 
optic network spanning 
20,000 miles in the US, 
Global Crossing mil also 
extend its reach into the 
nation's biggest cities - a 
move that echoes its con- 
struction of a new regional 
network in Europe. 

The deal also brings 
Global Crossing a number of 
alternative local exchange 
companies, which have 
sprung up in the wake of the 
deregulation of the $100bn 
US local telecoms market 

The move catapults the 
company from being a pure 
wholesale carrier, which 
sells capacity on its network 
to other telecoms companies, 


into a full-service company 
with both retail and whole- 
sale operationa 

It comes only three weeks 
after Global Crossing hired 
Mr Annunziata. a senior 
AT&T executive, as its chief 
executive. He had estab- 
lished bis reputation as one 
of the most successful entre- 
preneurs in US telecoms by 
creating his own local 
exchange company, Teleport, 
which he sold to AT&T a 
year ago. 

The formes- AT&T execu- 
tive made dear at the time 
that Global Crossing was 
itching to expand from its 
origins in the undersea busi- 
ness to become a full-service 
global carrier. Yesterday's 


Vancouver port 
strikes threaten 
grain supplies 


By Scott Morrison in Toronto 

Strikes at five Vancouver 
loading terminals have dis- 
rupted grain exports from 
western Canada, prompting 
concern within the industry 
about damage to the coun- 
try's reputation as a reliable 
grain supplier. 

Almost 70 grain weighers 
at the port's five terminals 
walked off the job late last 
week and set up picket lines 
following a breakdown in 
negotiations with federal 
officials. The workers, 
employed by the Canadian 
Grain Commission, the fed- 
eral quality control agency, 
have staged intermittent 
strikes over the past several 
months in a bid for a wage 
increase. 

More than 40 per cent of 
Canada’s grain exports are 
shipped through Vancouver, 
or about 250,000 tonnes 
every week. The country's 
grain shipment system oper- 


ates on a just-in-time basis 
and delays could jeopardise 
that The Canadian Grain 
Commission said there were 
already 15 ships waiting to 
be loaded in Vancouver, 
after only a few days of the 
strike. Exports affected by 
the strike include wheat, 
barley and canola. 

“We could be seeing situa- 
tions in which mills could 
shut down, particularly in 
Asia Pacific and Latin Amer- 
ica,” said Deanna Allen, a 
spokesperson for the Cana- 
dian Wheat Board. 

Concerns about the reli- 
ability of Canada's grain 
supply put the country's 
industry in a poor position 
when it negotiated interna- 
tional contracts, Ms Allen 
said. 

Traders in Japan have said 
they were concerned about 
shortages in the supply of 
some grains should the , 
strike continue beyond the i 
weekend. ! 


Notice of Early Redemption 

Trizec Hahn Corporation 

3*"% Exchangeable Deben tur e*. Doe December 10, 2018 

Node* I* hereby given puranml to the Jodentere between Tin Horsham Corporation (bow 
Triarc Ihhn Corporation). American Burick Resources Corporation (now BarrickCoM 
Corporation! and The R-M That Company (now CSC Mellon Trust Company) dated as of 
De cembe r ID. 1893 that Trtzec Hahn Corporation (the "CMporaHan*)r«UI redeem op April 
26. 1999 (the 'Redemption Date*) afl of Its mrtitamtmg 3 A% Exchangeable Debentures. 

imhntefllMWlurlli MIR, «-tn,iyahl» ramrai «lni«nl BarrickGflU Corporation 

r 1993 Dcbcohses'X nod nl *» electa* h> maty tbe itdanftUoe value therefor frrdethrertns 
casb » the amount U5S6G7.09(wtifcti todudes accrued but impald Marat to but aKbrilng 
ibe Rfedempttoa Datel for each USS 1 ,000 priodpal amount o( 1993De b m u«c» redeemed. 

Upon presentation and surrender ol their certificates representing 1993 Debentures, 
holders cl record ot> the Redemptfon Date may dabnthek cash pay ment tor the r rdenyelm 
value at 4-00 pju. (Toronto time) on the RedanpUoa Date at the principal Toronto Office ol 
CISC Mellon Trust Company at Commerce Court West, Securities Level. 199 Bay Street 
1bro«& Ontario. S requested In writing, the rettetnpuon mto# wffl be defivned to the bolder 
by prepaid courira. 1993 Debentures vrtfl cease to accrue tnierest os ol the Redempttau Date. 

The Corpo ra tion trill sattsty Rs p a yn wit obfigirions m holders who exmdse their right 
to exchange their 1 993 Debentures prior to dose ol foulness (Knots thnej txitbe Redeugrttou 
Date by delivering cash In the uniat d USM54S6 for each US* 1 ,000 principal amount tri 
1993 Debentures exchanged, plus accrued but unpaid interest to but nrimrtlng the dale 
tacit debenture* enedepoattea for cschange. Holders Btayexterclse (Mr rWit to exchange 
by completing the eteetkw lormootbe bock <4 the 1993 Debenture certified e- 
Hotdem ol 1993 Debenture, i ad ee me d ot otherwise exchanged who are not Canadian 
residents will be subject to withholding taxes under the Income "Tra Act (panada) equal to 
25* ( sutyect to red uetton by applicable mtentatioBel ax treaty) ol the portion a tbe cash 

Mncmuspiilri.fareapM-tnlmrtiiP.IPM u. tloMwr grehMy nnWTiiMitnfbitTeanrtfoMned 

bjr the bcnanc Tfcx Act (Canada) to be In Uni at, to respect ol or on account ol Interest. 

1993 Debentures may be swratdered for exchange or redemption at the principal office 
a/ CSC MeOoa Truer CompaiQ’ lo Torestto. MontreaL Calgary aod YbacatireK Fbr hntiter 
IntonraUoc, please contact CBC MeBon Trust Cosnpxpy el (416)6435500 or I-4HXKK7-Q825. 


March 12. 1999 
Throat o, Ontario 


By order of the Board of Director* 


U.S. $ 400 , 000,000 

Hydro-Quebec 

Undated 

Floating Rate Notes, Senes GL, 

Unconditionally guaranteed as to payment 
of principal and interest by 

Province de Quebec 


Interest Rate 
Interest Period 

Interest Amount per 
U.S. $10,000 Note due 
17th September 1699 


5 . 1875 % per annum 
17th March 1989 
17th September 1996 


U.S. $265.14 


Credit Suisse First Boston (Europe) Lid. 

Agent 


Sotitft d'iiiY&tbsaiKflt i capital variable 
Reg is te r ed OfTV* : 16 Boulevard Royal, L-2449 Luxembourg 
R-C Luxembourg B N rentier 55-881 

Notice is given that tbe 
Annual General Meeting 

of shareholders of ASIA HIGH YIELD BOND FUND (the “Fund”) 
wOl be held at 16. Boulevard Royal. Luxembourg, on 6“ April 1999 
at 2.00 p.m. with the following agenda : 

1. Submission and approval of the Management Report of tfae Board 

of Directors; 

2. Submission and approval of die Statutory Auditor’s Report; 

3. Submission and approval of the annual accounts for the year andlnp 
3 1st December 1998; 

4. Allocation of tbe remits; 

5. Disefarge to the Auditors and the Director* for the performance of 
their duties during the year ending 3 Isi December 1998; 

6. Statutory elections and ratification of directors elected after the last 


7. Miscellaneous 

Sbareholdcn are informed that no quorum is required for the nwwlng 
Any decisions taken ai the meeting (post bu approved by the 
majority vole of the shares represented a; tbe meeting. 

Shareholders who an not able oi attend this annual general meeting 
ibunnaiOers an informed that they can act aiiht meeting by duly 
warned proxy mumed io the Fund at the latest on the Luxembourg 
Bank Busmest Day preceding the date of the meeting. 

Luxembourg. 16 March 1999. 

Avia High Yield Boad Fond. 



F und rnanagr»m«»nf is sup- 
posed to have become a 
game oF marketing 
direct to individuals - but 
State Street Global Advisors’ 
recent performance suggests 
otherwise. 

Its assets recently 
exceeded S500bn for the first 
time. A decade ago, its assets 
were only $17bn, more than 
half of which were In one big 
corporate pension fund. The 
growth has been achieved 
without acquisitions. 

SSGA, the asset manage- 
ment division of Boston's 
State Street Bank, has also 
made minim al attempts to 
tap the US retail market for 
mutual foods. Rather than 
play the game of brand mar- 
keting in competition with 
big players like Fidelity 
Investments and Vanguard, 
it has restricted itself almost 
entirely to manag in g money 
for corporations. 

It has taken advantage of 
the move away from defined 
benefit pension schemes, 
that guarantee a fixed pro- 
portion of final salary, to 
defined contribution 
schemes, where the amount 
available to pensioners on 
retirement varies with the 
market Reforms in the US 
have made it much easier for 
companies to outsource their 
pension schemes to pension 
fond managers, particularly 
through “401(kr plans 
which allow savers to switch 
between different funds. 

Nick Lopardo, the feisty 
Brooklyn native who heads 
SSGA, said: “To go head to 
head with the retail busi- 
nesses like Fidelity for the 
man on the street is suicide. 
I would rather take the con- 
sumer who's a 401 (k) partici- 
pant, or a brokerage partici- 
pant. That individual I 
would, refer to as an instivi- 
dual - it's a corporation- 
driven programme which is 


Wendy’s raises 
profits forecast 


By Andrew E dgedfl 1e-J(rfiflson 
in tew York 

Wendy's, the US burger 
giant, is reaping the benefits 
of Its decision to concentrate 
on new products, promotions 
and efficiency improvements 
rather than store expansion. 

Shares in the third largest 
US hamburger group, after 
McDonald's and Burger 
King, rose by 10 per cent yes- 
terday morning, after it told 
Wall Street its first-quarter 
and full-year earnings would 
he better than expected, 

Wendy’s same-store sales 
are up 10 per cent so far in 
the first quarter, as are com- 
parable sales at Urn Horton, 
the Canadian coffee and 
doughnuts company bought 
by the group in 1995. In the 
US, Wendy’s non-franchised 
restaurants increased sales 
by 14 per cent so far this 
year. Gordon Teter, chief 


executive, said the sales 
rises were being driven by 
new products such as Mon- 
terey Chicken Sandwich and 
Cafe Mocha, increased adver- 
tising and operational 
improvements stemming 
from its “service excellence 
programme”. 

As a result, the company 
expects first-quarter earn- 
ings of 23-24 cents per share, 
compared with 18 cents in 
the first quarter of 1996 and 
market forecasts of 21 cents. 
For the full year, it now 
expects earnings growth of 
between 15 and iTA per cent, 
rather than an original 12-15 
per cent goal. 

Janice Meyer, an analyst 
at Donaldson Lufkin & Jeo- 
rette, said: "We have a 
strong economy, and with 
more money in their pockets 
people tend to buy the better 
quality products, Wendy's is 
seen as higher quality.” 


all-stock deal values Frontier 
shares at $62, provided 
Global Crossing's shares 
remain in a “collar” of $34£6 
and $56.78. Global Crossing’s 
shares slipped $414 to $47% 
yesterday morning in New 
■York. 

They had traded as low as 
$8 after the company made 

its debut on the stock mar- 
ket last summer, but the 
enthusiasm for new high-ca- 
pacity telecoms networks 
that stand to benefit from 
the explosion of data traffic 
sent it as high as $62 at one 
stage. The deal will leave 
Frontier shareholders own- 
ing around a third of the 
company. 

The deal represents a sig- 


nificant premium for Fron- 
tier, whose- shares closed at 
$44% on Tuesday. 

The mmpany had said ear- 
lier this year that it was 
exploring various alterna- 
tives, inrfod in g a potential 
disposal. 

Frontier, once known as 
Rochester Telecom, has 
attempted to branch out 
from its origins as a local 
exchange company in the 
upstate New York city from 
which it took its name, to 
create local networks in 
other big cities. 

it was also one of the first 
companies to buy capacity 
on tbe Qwest network as a 
way- of branching out- into 
the long-distance business. 


Business is good 
on State Street 

Targeting companies, not people, has paid off 
for the fund manager, wrftes John Authers 



really driven by the individ- 
ual.” 

To attract multinationals, 
Mr Lopardo has built a 
global network of eight 
investment centres - in Lon- 
don, Paris, Munich, Boston, 
Sydney, Hong Kong, Mon- 
treal and Tokyo. Each offers 
a combination of investment 
strategies. 

He is bullish about this 
capability, saying multi- 
nationals love “the ability to 
work across continents, and 
put together consolidated 
funds and consolidated 
approaches, so they are 
doing the same thing all 
over the world at the same 
time". 

He says the other key ele- 
ment in State Street's strat- 
egy has been to offer compa- 
nies tailored products. He 
compares this to the 
attempts to create full- 
service financial services 
companies via merger, such 
as Morgan Stanley Dean Wit- 
ter and Citigroup. "We've 
tried to build a company 
which creates integrated 
solutions for customers, as 
opposed to throwing product 
at them. People are follow- 
ing a road map, and it's 
going to lead to these inte- 
grated companies.” 

Mr Lopardo ’s asset man- 
agement business also brae- 
fits from the huge custody 
business operated by the 
bank. State Street is the 
largest custodian for US 
mutual funds, and the 
bank’s chief executive, Mar- 
shall Carter, has encouraged 
all its divisions to think in 
terms of cross-selling. The 
average fund management 
client has six separate prod- 
ucts from State Street, while 
some have as many as 17. 

SSGA specialises in pas- 
sively managed index funds, 
which account for about 60 
per cent, or $300bn, of its 



Nick Lopardo: offering companies taSored products 


funds under management. 
This has helped its growth, 
as indexing has risen in pop- 
ularity In the US over the 
last few years, largely 
because S&P 500 funds have 
strongly out-performed 
actively managed funds. 

The company is one of the 
world’s largest indexers, 
competing in the institu- 
tional market mainly with 
the UK's Barclays and Legal 
& General, and now offers 
more than 100 separate indi- 
ces which, can be tracked. 

B ut index management is 
a low-margin business, 
particularly when track- 
ing established US market 
indices such as the S&P 500. 
so Mr Lopardo is attempting 
to build State Street’s fran- 
chise for active portfolio 
management Its more exotic 
offerings include limited 
partnerships for investing in 
eastern Europe and In Asia, 
and funds of hedge funds. 

In the long term, the com- 
pany remains committed to 
Japan, where it owns a trust 
bank, and to emerging mar- 
kets, even though both have 


Heidelberger in 
Kodak buy 


By Peter Marsh in Dortmund 

Heidelberger 
D ruckmaschlnen of Ger- 
many, the world's biggest 
maker of printing equip- 
ment, yesterday announced 
the purchase of a large part 
of the office imaging busi- 
ness of Eastman Kodak of 
the US. 

The move marks an accel- 
eration of the Germany com- 
pany’s effort to bring out a 
digital printing machine by 
next year. 

While terms of the deal 
were not disclosed, it is 
thought that Heidelberger Is 
paying about Sl60m to take 
over Kodak's digital printing 
and copying and duplicating 
business. 

It effectively signals the 
US company's full-scale 
retreat from a costly diversi- 
fication, attempted over the 
past 20 years, away from 


mainstream photography. 

The deal underlines Hei- 
delberger s determination to 
add computer and electronic 
skills to its core activities in 
print systems based on 
mechanical engineering'. 

Hartmut Mehdorn. chair- 
man of Heidelberger, said 
the acquisition was a “won- 
derful opportunity" for Hei- 
delberger to step up its 
efforts in digital printing. A 
new company, Heidelberger 
Digital, is being set up to 
develop this technology, 
which Mr Mehdorn is aiming 
should reach annual sales of 
$1.5bn by 2004. 

Heidelberger Digital will 
have 3.500 employees, of 
which 1,000 will be in Ger- 
many and 1.000 in the US. 

Included in this figure are 
staff employed by Nexpress, 
a joint venture established 
between Kodak and Heidel- 
berger last year. 


Lehman targets European growth 


By Vincent Boland 

Lehman Brothers, the US 
investment bank, is likely to 
step up its search for acqui- 
sition opportunities in 
Europe with the appoint- 
ment of a chief operating 
officer for its London-based 
European operations. 

Jeremy Isaacs, Lehman's 
head of European equities, 
was yesterday appointed as 
the bank's COO for Europe - 
a new post that observers 
and Lehman insiders said 
came with a mandate to look 
for suitable acquisition 
opportunities as weD as pur- 


suing organic growth. 

Although often considered 
a potential takeover target 
by one of its rivals or a Euro- 
pean bank seeking a sub- 
stantial foothold on Wall 
Street. Lehman has 
remained independent in the 
current round of consolida- 
tion of investment banks. 

It has also been bunding 
up Its presence in the Euro- 
pean markets io recent years 
to compete with Its main US 
rivals, Goldman Sachs, Mor- 
gan Stanley Dean Witter and 
Merrill Lynch, which have 
either bought European 
businesses or expanded 


rapidly internally. 

Mr Isaacs said his aim was 
to make Lehman's European 
business, which accounted 
for about 21 per cent of the 
hank’s $4.1bn net revenues 
in 1998, as big as its US 
operations. There were 
“huge opportunities” in 
Europe to develop the bank's 
equity franchise, research 
and Investment banking. 

"We are an awful Jot 
smaller In Europe than in 
the US. My job Is to figure 
out how to get in Europe to 
where we are in the US." he 
said. The bank currently has 
1,800 employees in Europe. 


Lehman is in the top 10 
investment banks for M&A 
advisory work globally, but 
has yet to break into the hig 
league in Europe. However, 
it is one of the advisers to 
Olivetti, the Italian telecom- 
munications group, in its 
hostile €53bn (i58bn) hid for 
Telecom Italia, and is advis- 
ing Alcatel of France in its 
acquisition of Xylan Corp in 
the US. 

Mr Isaacs is succeeded as 
head of equities in Europe 
by _____ _______, who 
moves from being head of 
equity and equity deriva- 
tives trading. 


Deutsche to 


Trust job cute 


Investment Csnespomtent 

Deutsche Bank is set to 
ignore European law when it 
cuts th ousan ds of jobs fol- 
lowing its $10.1bn takeover 
oL Bankers Trust; the US 
investment bank. 

The German, bank is 
understood to" have decided 
that the formal consultation 
procedures demanded by 
European legislation would 
take too long and lead to 
increased uncertainty.' for 
■s ta ff, it is set to offer more 
generous terms for those, 
staff it decides to dismiss 
rather t han risk dragging 
out the integration process 
even longer. 

European regulations 
demand that, among other 
things, employers consult 
with elected staff representa- 
tives and agree the selection 
procedure for dismissals. 
This process would start at 
the end of May, after the 
Deutsche bid is given the 
goaheod by US regulators, 
and would be expected to 
last several weeks at least 

Senior Deutsche Bank 
executives are keen to merge 
the two operations as 
quickly as possible. They 
have therefore decided not to 
go through an extra month 
of consultation. 

However, staff will be 
given severance packages 
which are understood to be 
more generous than usual 
Payments of much more 
than three months’ salary 
will he expected. 


Although timing is a key’’ 
consideration the bank has • 
also decided that siaff would 
alra prefer to know their faie / 
sooner rather than later. 

■ other banks cutting jobs ' 
in the past year, such, as 
UBS of Switzerland and Mer- . 
rill Lynch, have followed - : - 
European regulations v*en -' ; : '- 

cuttlng Jobs. However* 

morale at both firms was felt 
by City analysts to bave-suf- ..; , : 
fered badly as a resuli af the 
extra delays. .V 

Employees ■ could -reject- ... .. 
Deutsche's bid to cut out the 
extra consultation although - 
the more generous packa g es ' 
could deter them. > , ■ 

Deutsche Bank, which .' •••:• 
announces its results. today, .. 
is to cut 5,500 jobs in total as; tL 
a' result of the deal, witft the ^ 
ax e failing hardest ill Lon- 
don and New York. V ~ 

About half of- Bankers J : . 
Trust’s 2,000 employees in 
London are understood to 
have been offered employ- 
ment with the combintel. 
group. However, not all of - 
these people .will agree to . 
join the bank. 

Deutsche also allocated; .. .' 
$4Q0m in incentive payments 
to stop its own hjghly.piisBd ... 
staff from defecting to rival - - / 
institutions. The bank - 
employs more than 6,000 
people in the UK and has 
recently moved into a new 
headquarters in the City. 
Bankers Trust staff who are 
offered jobs rail move out of 
the group's Btshopsgate - 
headquarters onre. the deal 
is finalised. _ . 


inflicted pain recently. Mr 
Lopardo is optimistic about 
the prospects for Japan: 
"There's too much money 
earning zero interest there, 
and there are just too many 
people in the younger gener- 
ation who’ve been educated 
abroad and are coming back. 
TheyTl force change.” 

In the US. SSGA's greatest 
opportunity might come 
from social security reform, 
an issue where the bank has 
been a vocal advocate of 
change against trade union 
opposition. 

The issue moved to the top 
of the political agenda in 
January when President Bill 
Clinton chose to concentrate 
on a call for social security 
reform in his State of the 
Union address. 

Proposals include putting 
some of the government-held 
social security fund into 
equities - a controversial 
idea opposed by Alan Green- 
span. chairman of the Fed- 
eral Reserve - or offering all 
individuals much greater 
opportunities to invest in 
individual retirement 
accounts. 


NEWS DIGEST 


COMMUNICATIONS 


3Com and Alcatel in joint 
product development plan 

3Com, the US data communications equipment 
manufacturer, and Alcatel, the Ranch communications 
group, are to collaborate in the development of products . 
that combine handheld computing and telecommunica- 
tions technologies. 

Initially, the companies plan to combine 3Com’s Palm 
Pitot, pocket-sized personal organiser with Alcatel's GSM 
cellular telephones, The co-operation between the two 
companies would lead to new products before the end of 
this year, they said. In addition, they would cooperate in .. 
the definition of standards 1b enable communications ' 
between any handheld computing device and any mobile 
telephone. The process would be open to afl industry par- 
ties. 

3Com and Alcatel also said they planned to develop and . 
market software for companies providing services for 
mobile computer and communications devices* Such ser- 
vices might include, for example, unified voice rad data 
messaging. Louise Kehoe, San Francisco 

• .’ ■! 

INTERNET MUSIC 


CD Now merges with N2K 

CD Now and N2K, the world's largest specialist Internet . 
music retailers, completed a merger which w3J create a . 
combined company with an initial market capitalisation 6f_ -: : 
$522m. N2K’s Music Boulevard Internet site is to merge 
with the CD Now site into a single site which will adopt 
the latter's name. Despite growing competition from Ama- 
zon.com, the online bookseller which started selling music ' 
last summer, the new CD Now wil/ be the largest player In 
the fast-growing online music market with 2m customers. 

The merger, concluded m New York yesterday, has been 
under discussion since last autumn. The negotiations were 
haunted by speculation that the merged companies might 
attract a bid from an entertainment group anxious to 
secure a foothold in online retailing. Time Warner, the US 
media concern, has been mooted as a possible purchaser. 
The new CO Now is expected to accelerate plans to - 
expand outside North America and to start selling by ' , ' 
direct digital delivery. Alice Rawsthom 

ELECTRONICS 


Hughes satellite scheme 

Hughes Electronics, a unit of General Motors, said yester- 
day would invest $1.4bn in the first system of Ss Space- 
way global broadband satellite. Spaceway will provide a 
vehicle for high-speed communications for data, video and 
voice traffic. The first system is scheduled to begin opera - 
tion in North America in 2002. It will ultimately allow appli- 
cations such as video conferencing, distance learning and 
internet services faster and more cheaply than with current 
land-based systems, Hughes said. However, the satefflte , 

system wouto “seamlessly" integrate with such systems. 
Industry estimates project the demand for broadband data 
to reach $50bn in 2005 in the US market, the satellite 
maker said. 

Hughes shares closed up 31 cents at $49.06 on Tues- 
day on the New York Stock Exchange. Reuters. B 
Segundo, California 


AEROSPACE 

Lockheed debt downgraded 

Moody’s investors Service, the US credit rating agency,. 
yesterday downgraded the senior debt of Lockheed Mar- 
tin, the aerospace and defence company, to Saal from v 
A3. About $8 bn of debt securities are affected. - : 

Moody's said the downgrade reflected “increasing busir 
ness challenges facing its operating units; a debt (edoctfori 
program that has been slower than expected; iettvrthg a 
balance sheet that Is still highly leveraged; and the Ifeefi- • ' 
hood that foil restoration of the balance sheet will take ‘ ' 
some time 8 . The agency added its move also reflected' - ’ 
uncertainty over Lockheed Martin’s acquisition of Comsat, 
the international communications and information cbm- • 
pany, and “the risks inherent in building a business posir : :-\ 
tion in the general telecommunications services market-.” 

APDJ, New York v 
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We believe that flexibility not a rigid formula, is the way to meet the 
diverse demands of our client base. We value as our most important 
asset our global network of 14,000 staff and their 14,000 individual, 
innovative ways of thinking. We add to that the ability to bring 
those ideas together - to focus them and leverage the power of the 
global franchise for our clients. It's a combination which enables 
us to act faster and achieve more. So we not only break the mould 
- we often break the records too. 
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Issued by UBS AQ acting though 


An investment bank of global intelligence www.wdrcom 

nank«i rwion. Wferfxm Dlfcn Read, regulated «i fte UK by the SfA, to pereors who die not pnusip customers in the UK. tn the US, Ubrbug Dion Read LLC, a subsidufy of UBS AG. is a registered bn*e«le^ and member of SIPC. the New ^tark Stock Exthange and other leadng wchang“ 
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COMPANIES & FINANCE: EUROPE 


COMMUNICATIONS BRITISH SECTOR LESS COMPETITIVE THAN THAT OFNETHERLANDS, SAYS CHAIRMAN 


KPN to move into UK telecoms 



By Gtmlon Cramb in Amsterdam 


KPN, the Netherlands' 
dominant telecoms operator, 
is to enter the UK market by 
next year in a move which 
Wim Dik. chairman, intends 
as a direct challenge to Brit- 
ish Telecommunications. 

He said yesterday he 
regarded Britain as less com- 
petitive in telecoms than the 
Netherlands. BT had mean- 
while been eroding KPN’s 
domestic market share 
through Telfort. its joint 
venture with the state- 


owned Dutch railways. Tel- 
fort offers voice and data 
fixed-line services, has pay- 
phones on railway stations, 
and is the country's third 
mobile carrier. 

While saying it was too 
early to specify which seg- 
ments KPN would enter. Mr 
Dik said: “We will try to do 
in Britain what BT does in 
the Dutch market - and 
more than that." 

He was speaking as KPN 
announced attributable prof- 
its for 199B of FI 1.52bn 
(€690m, 8752ml, down 21.7 


per cent. That reflected a 
FI 800m pre-tax charge for 

redundancies - stripped of 

this, net earnings rose 5.1 
per cent to FI 2.04bn. beating 
a forecast of 2-4 per cent 
But KPN shares fell €£95 
in Amsterdam, or 7.3 per 
cent, to €37.50 as Mr Dik 
warned that earnings from 
ordinary operations this 
year would reach only some 
Fll.sbn, and that it would 
take two to three years to 
restore these to the 1996 
level. “The figures are OK, 
the outlook less so," said 


ABN Amro. Mr Dik blamed 
regulatory rulings which 
restricted tariffs and pre- 
vented the company target- 
ing business customers with 
discounts. He added that, in 
spite of an understanding 
that he would depart by next 
year, he was prepared to 
stay on to see through the 
restructuring he had set in 
train. 

The group Is having to 
invest in its domestic net- 
work as a result of traffic 
growth and the demands 
placed on it by interconnec- 


tions from Its competitors. 

The company plans to take 
an extra 9 per cent stake in 
Telecom Elreann at its com- 
ing flotation, bringing its 
holding in the Irish operator 
above 44 per cent. Mr Dik 
Intends that to be a vehicle 
for a move Into the UK. with 
which the Irish company 
conducts the bulk of its traf- 
fic. KPN had left the UK 
market to AT&T of the US 
under a pact now being 
unwound with Unisource, 
the Dutch-Swedish-Swiss 
telecoms alliance. 


Mr Dik said KPN could 
enter the British market 
before July next year if 
negotiations proceeded 
smoothly with AT&T, which 
has tied up with BT. 

KPN also said its holdings 
in eastern Europe had 
started to prove profitable, it 
earned FI 69m from SPT 
Telecom, which operates 
both fiypd gnd. mobile ser- 
vices in the Czech republic 
It Tim invested some FI uTbn 
in SPT, in which the Dutch 
group and its TelSource affil- 
iate control 33J5 per cent. 


Paris regulator 
warns banks on 
takeover tactics 


By Satner hkandar in Paris 


France’s stock market 
regulator yesterday warned 
Banque National e de Paris, 
Societe Gdnerale and Paribas 
about the publication of sen- 
sitive information during 
their unprecedented three- 
way takeover battle. 

The warning, from the 
Commission des Operations 
de Bourse (COB), came as 
the protagonists resorted to 
increasingly aggressive lob- 
bying tactics to convince 
investors, regulators and the 
wider public of the merits of 
their respective deals. 

BNP last week launched a 
surprise double offer on SG 
and Paribas. BNP is offering 
15 of its own shares for 
every seven SG, and 11 for 
every eight Paribas, to cre- 
ate a merged entity with a 
market capitalisation of 
more than €50bn ($54J>bn). 
The unsolicited bid threat- 
ens an agreed Clabn merger 
between SG and Paribas. 
Under French law, the three 
proposed transactions will 
run in parallel. 

“During a public offering, 
all parties concerned, be 
they bidders or targets, must 
be particularly careful in 
their communication." the 
COB said. Information pub- 
lished by the banks had to 
be “submitted to examina- 
tion [by the COB] prior to Its 
publication”. The COB nor- 
mally does not issue such a 
public reminder of its rules. 
The last such reminder was 


also issued during a hostile 
takeover battle, between 
Promodes and Casino, two 
retailers. 

Earlier yesterday, BNP 
bad gone on the attack. It 
claimed SG’s offer for Pari- 
bas had resulted in “substan- 
tial destruction of value” for 
shareholders. BNP calcu- 
lated that SG and Paribas 
shareholders had lost 
FFr9.6bn (€1.46bn. $1.59bnj 
in the days following the 
lukewarm market reaction 
to their proposed merger. 

SG for its part, has been 
circulating a document high- 
lighting the allegedly uncer- 
tain elements in BNP’s twin 
offers. It traced more than 20 
scenarios that could arise 
from the BNP deal - each 
having different implications 
for shareholders. 

The COB s authorisation is 
necessary for BNP's offer to 
proceed. Tbe COB said it 
would rule next week, after 
a related decision is taken by 
the credit institutions com- 
mittee. chaired by the cen- 
tral bank governor and 
including the treasury head. 

On Tuesday evening, the 
Conseil des Marches Finan- 
ciers, the financial markets 
governing body, cleared 
BNP's offer. The CMF said 
its existing takeover rules 
were ill-equipped to tackle 
the unprecedented complex- 
ity of the deal. As a result, 
the regulator suggested 
strict timetables imposed by 
its rules might have to be 
“adjusted”. 
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¥4.100 per Share 
¥3.727.30 per Share 
1st April, 1999 [Japan time; 


ism March. 1999 


By: The Bank of TOkyuMtSutaSM. Limited. London 
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INTERVIEW: LEIF JOHANSSON, CHIEF EXECUTIVE OF VOLVO 


Confident of place in history 


By Tm Burt 
hi Stockholm 


The chief executive of Volvo, 
the Swedish automotive 
group, is confident that he 
will be remembered as the 
man who preserved one of 
the country's most famous 
brands - not as the man 
who sold it to Ford of the 
US. 

“I may go down in history 
as the executive who 
divested Volvo Cars," he 
said. “But that is preferable 
to being remembered as the 
man who missed the oppor- 
tunity and failed to expand 
the remaining group." 

In a defiant mood, Leif 
Johansson justified the deci- 
sion to sell Volvo Cars for 
SKrsObn f$6.lbn> by saying 
the parent group had little 
choice. 

Given the consolidation 
sweeping the automotive 
industry, Volvo lacked the 
financial resources to trans- 
form its highly-regarded car 
operations from a niche 
player - ranked 23rd in the 
world by size - into one of 
the five to 10 global manu- 
facturers likely to survive 
the shake out. 

“Our sense of national 
pride is not so acute that 



Leif Johansson: next c hallenge b to reinvest the Ford pr oc ee ds wisely 


Reuters 


Volvo Cars is worth keeping, 
rather than putting in a 
business where it will 
become much more competi- 
tive." said Mr Johansson. 

Although he has been crit- 
icised by some small share- 
holders for selling the busi- 
ness. be maintain ed that the 
viability of the division had 
become increasingly ques- 
tionable. 

“It is clear that we were in 
danger of becoming con- 
signed as a small manufac- 
turer with a premium brand, 
and it was open to doubt 
whether we could generate 


the cash necessary to 
develop the next generation 
of cars." 

Mr Johansson claimed 
that his view has been over- 
whelmingly supported by 
institutional shareholders. 
Volvo's own managers and. 
crucially, its unions. Given 
that this axis helped scupper 
the 1994 merger with Ren- 
ault of France, he has been 
relieved that no concerted 
rebellion has emerged over 
the Ford deal. 

The next challenge will be 
to prove that Volvo can rein- 
vest the Ford proceeds 


wisely, without over-paying 
for acquisitions or adding 
excess production capacity 
in fragile emerging markets. 

Volvo has abandoned take- 
over talks on Scania after 
failing to agree financial 
terms with Investor. Scania 's 
main shareholder. 

However, Volvo has drawn 
up plans to expand manufac- 
turing facilities in South 
Korea and India, while also 
investing in a new engine 
line at Penta, its marine 
engine subsidiary, and 
expanding its interests in 
medium-size tru cks. 


Schering may seek biotech buy 


By Frederick StDdemann 
si Berfin 


Schering, the German 
pharmaceuticals group, yes- 
terday said It planned to 
develop a “fourth leg" in its 
business portfolio through 
acquisitions, most probably 
in the biotechnology sector. 

The Berlin-based company 
said its ability to fund big 
acquisitions would be signifi- 
cantly bolstered by its 
planned disposal of its 24 per 
cent stake in Aventis Crop 
Science, tbe agrichemicals 
business to be created by the 
merger of Hoechst of Ger- 


many and Rh6ne-Poulenc. 
the French group. 

Klaus Pohle. Schering 
chief financial officer, said 
the company hoped to gain 
DMlObn (€5.1Ibn, 55. 58b n) 
from the sale of the stake. 
“That will take us into a 
completely different league," 
he said. He also said the 
company, which last Novem- 
ber became the first big Ger- 
man company to carry out a 
share buy-back, would seek 
shareholder approval for an 
option for a capital increase 
to raise around £2bn as a 
further means of funding 
possible acquisitions. 


Giuseppe Vita, chairman, 
said this apparently contra- 
dictory approach was aimed 
at creating as much flexibil- 
ity as possible. He said Sche- 
ring was already looking at 
acquisition possibilities in 
the bio- technology sector as 
a means of expanding its 
existing activities in female 
healthcare, therapeutics and 
diagnostics. 

Schering's stake in Aven- 
tis Crop Science derives 
from its 40 per cent holding 
in AgrEvo. the agrichemicals 
business it co-owns with 
Hoechst. Earlier this year 
Schering arranged with 


Hoechst and Rhone-Poulenc 
to allow it to sefi its stake in 
Aventis Crop Science from 
2004. From 2007 Aventis, 
which will have the right of 
first refusal for the Schering 
stake, will have an option to 
force a sale at “fair market 
value". 

Schering said it expected 
sales in 1999 to rise 4 per 
cent to €3.4hn and a single- 
digit increase in profits. 

But Mr Pohle warned that 
uncertainty about the 
German government's tax 
plans and exchange rate 
volatility might damp its 
performance. 


European sales boost Skoda 


By Kevin Done, 

East Europe C o rre s pondent 


Skoda Auto, the majority- 
owned Czech subsidiary of 
Volkswagen of Germany, 
increased its net profit by 
92 per ceat last year to 
Kc2.24bn (S65m) helped by 
growing sales volumes in 
both west and central Euro- 
pean markets. 

Tbe Czech carmaker is 
paying its first dividend of 
KclTOm to shareholders - 
Skoda is 70 per cent owned 
by Volkswagen and 30 per 
cent by the Czech state - 


since VW acquired manage- 
ment control eight years 
ago. 

Skoda said yesterday that 
turnover rose last year by 
17.3 per cent to Kcl05.7bn 
confirming its position as 
the Czech Republic’s largest 
company by sales. 

It is tbe biggest Czech 
exporter and accounted last 
year for 9J2 per cent of the 
country's total exports. 
Skoda said it would increase 
capital investment to 
DM3.4bn (€1.74bn, $1.9bn) in 
the five years from 1999 to 
2003 from the DM2.4bn 


invested in the years from 
1991 to 1998. 

Skoda is planning to 
increase capacity and to 
broaden its product offering 
wltb the addition of a third 
range of larger cars, due for 
launch in 2001/2002. aimed at 
taking the company further 
upmarket 

The investment pro- 
gramme includes plans for a 
DMlbn plant with a capacity 
to produce 500.000 l.0-l.4-litre 
engines and between 300.000 
and 500,000 gearboxes a year 
at Skoda's main Mlada 
Boleslav site. 


Construction should begin 
later this year with comple- 
tion within two years. 

Skoda car sales rose by 
8.1 per cent to a record 
363,500 last year, and the 
company said it expected 
sales to rise by a further 6 
per cent this year to around 
385.000 vehicles, despite the 
continuing recession in the 
domestic market. 

Sales fell by 1.8 per cent in 
tbe first three months to 
85,147 largely due to the 
overall 26.4 per cent decline 
in new car sales in the Czech 

Republic. 
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AUTOMOTIVE INDUSTRY 


Renault shares slip over ^ | 


possible Nissan link 


Shares in Renault slid further .yesterday 

oraw iftterv oyer the perceived risks associated r 

trotfeied Japanese rival. The shares dosad dowrv ; R2.j»r ^ 
cent in Paris at €31.4 after falling over 5 per cexrtlhepr*-^ 
vious day, Renautt said on Tuesdajrthat Jt wasjrepar^y , 
start, exclusive negotiations with Nissan on *$/- 

miouldaee It take a 35 per cent •stete.'Sn' the\JapantsfrL; ^ 
group’s eapted. Nissan immediately accepted this pwr.pL>- 
exclusive negotiations. - 

“ff Renault is going to invest almost naif its ma r^^p K ^ 
tafisation In a company and not have conclusive manage?^ _ 
inert control, that is a risky P^P^ 00 ’" 1 
Mefich, an analyst witih-Morgan StanJey-.Dean 
doesn’t mean it will fail, but to succeed they \ r~. 

large synergies and benefits for both companies, . r peopfe ^' 
familiar with Renault’s plans indicated that with tta-ponjs-r,..; 
parry ending the year as a net -creditor. to tire tune ot^ .ii. t 
FFr12. 65bn (€1 .93bn. $2.1 bn), its gearing in the event of a " 
deal would reach about 25 per cent David Owen, Paris 






ELECTRONICS 


M 


US lifts Thomson Multimedia 


Thomson Multimedia, the French state-controlled con- . . 
sumer electronics company, yesterday announced its first 
annual net profit and forecast further progress for 1$99. 
Net attributable profit for 1998 reached FFr102m f€15.5nv 
$16.9m) on turnover of FFr37bn, against tosses of ;, / 
FFr2.78bn on turnover of FFr38.1 bn the previous year. 
Operating profit soared more than seven-fold to . 

FFr1.06bn, as the fruits of cost controls and a strategic • - 
repositioning of the product mix towards the top of the ^ ’. 
market were fett. - - 

The group claimed more than 23 per cent of the US 
market for televisions and nearly 20 per cert for videos, fi 
said US revenues from new digital products had risen by" . 
15 per cent Its 1998 US market share for satellite set-top 
boxes reached 61 per cent Thierry Breton, chairman, said 
that the state’s holding in the group had fallen to below 67 
per cent in the wake of an employee share plan, covermg . 
just over 3 per cent of the group’s capital. David Owen 


OIL AND GAS 


Price fall rocks Eni 


Eni, the Italian oil and natural gas group, yesterday 
reported a 12.1 per cent drop in net profits in 1998 to . . . 

L4,500bn (€23-2bn, $2.53bn) as a high level of business - 
Integration and higher volumes helped offset somewhat - 
the impact of a 33 per centfali. in crude prices. Operating . 
profits of L7380bn ware down more than 28 per cent 
because of lower prices, lower volumes and margins attri- 
buted to the Asian financial crisis and non-recurring writer 
downs on mineral assets and petroleum and petrochemi- 
cal inventories. In common with other integrated oil 
companies, Eni saw its return on capital employed slip last - 
year, although at 10.7 per cent (12.2.per cent in 1997) it . 
was “maintained at a high lavai.” Net debt fell by more . - . 

than 12 per cent to L13,690bn. Robert Corzine 


FRANCE TELECOM 


Wireless offsets fixed-line drop 


France Telecom yesterday reported a small increase in - 
annual profits as a strong performance from wireless com- 
munications helped to offset another fall in revenues from 
fixed-tine telephony. Net income for 1998 at the parity 
state-owned former monopoly operator edged up to 
FFr15.1bn (€2.3bn, $2.51bn) from FFr14.9bn, in line with _ .. 
expectations, on revenues ahead just over 5 per cent to . . 
FFr161 .7bn. Operating income was virtually flat at v ~~ 

FFr25.5bn. David Owen A 


PUBLISHING 


Acquisitions buoy VNU 


VNU, the Dutch publishing group, lifted net earnings 29 
per cent last year to FI 512m (1232m, $253m). The perfor- 
mance, although at the low end of analysts' expectations, - 
was helped by its FI 4.3bn acquisition of World Directories, 
which produces alphabetical directories and Yellow PJQes- 
in several markets. It was also helped by growth in recruit- 
ment advertising, which Joep Brentjens, chairman, sakf " 7 
remained encouraging in the first two months of 1999. ' 
Sales grew 36 per cent to FI 5.35bn. The group was-orr .. 
the lookout for “good new acquisition opportunities”, he 
added-Johanna Stoyva, Amsterdam 


CORRECTION 


Credit Suisse Group 


Credit Suisse Group's return on equity in 1998 was 11.7 
per cent An incorrect figure was published yesterday. 


* qn»to-1ijuj^ [jwyuw^- ‘ 

Maidamaro . r 

ns 0 

fi* Jan 5 ttfc LVMH ^cltsteiat^ 5 :^" 
.rams 5 ft of®-— - — " J 
.Prada shares 


Gucci and LVMH are trying to settle their 

differences, writes Alice Rawsthom 


E ver since early January 
when LVMH, the power- 
ful French luxury goods 
group, started to build a 
S1.4bn stake in Gucci, the 
Italian fashion house, the 
two companies have been 
locked in a ferocious corpo- 
rate clash. 

The rival camps are now 
trying to lower the temper- 
ature before tomorrow’s 
meeting in Amsterdam 
between Robert Singer. 
Gucci’s finance director, and 
Pierre Gode. a senior adviser 
to Bernard Arnault LVMH’s 

chai rman. 

LVMH and Gucci arranged 
the Amsterdam meeting at 
the behest of a Dutch court, 
which urged them to settle 
their differences by negotia- 
tion. before it delivers a final 
ruling on the court battle 
between them at the end of 
April. After weeks of acri- 
mony. is a compromise pos- 
sible? 

At first glance, the 
chances seem slim, not least 
because, publicly, neither 
camp has shifted from the 


negotiating position it 
adopted before the first 
round of negotiations broke 
down in mid-February. 

LVMH. which disclosed in 
early January that it owned 
more than 5 per cent of 
Gucci and then raised its 
stake to 34.4 per cent, main- 
tains that it should be enti- 
tled to protect its interests 
as a substantial minority 
shareholder. 

It is offering to sign a 
standstill agreement, 
whereby it would undertake 
not to increase its holding 
for a fixed period or seek to 
appoint a majority of super- 
visory board members. 
LVMH. which is advised by 
Goldman Sachs, also main- 
tains that it will "preserve 
the independence of Gucci's 
management". 

Mr Arnault hopes that 
Gucci will agree to co- 
operate with other luxury 
labels under his control - 
notably Louis Vuitton. Giv- 
enchy and Christian Dior - 
and possibly Prada, the Ital- 
ian fashion house. In areas 


of common interest such as 
negotiating property and 
advertising deals. 

Originally Gucci tried to 
press LVMH into making a 
100 per cent bid, as It would 
be legally obliged to do in 
most stock markets except 
Amsterdam, where it is 
quoted. When LVMH 
refused. Gucci, which is 
advised by Morgan Stanley, 
proposed a more detailed 
and draconian standstill 
agreement. 


U nder its proposals. 
LVMH could nominate 
and vote on the appoint- 
ment of two additional mem- 
bers of Gucci’s supervisory 
board, but could not vote on 
the other eight members. 
LVMH’S nominees would 
also be prohibited from dis- 
cussing or voting on any 
proposals on Issues deemed 
to present a potential con- 
flict of interest. 

Similarly, LVMH would be 
banned from soliciting any 
Gucd employees, or forcing 
it to enter joint trading 
accords. It would have to 
agree to allow Gucd to issue 
new shares. This is a sensi- 
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tive point, as the Dutch 
court case was triggered by 
LVMH suing Gucci on the 
grounds that last month’s 
issue of 20m shares (the 
same number as it had 
bought) to a newly created 
employee share option plan 
was unlawful. 

Finally. Domenico De Sole. 
Gucci’s president, has 
rebuffed Mr Arnault’s claim 
that the two companies 
should be able to benefit 
from exploiting operational 
synergies. He argues that 


the characteristics of luxury 
brands are so distinctive 
that it is difficult to exploit 
economies of scale. 

With such a distance, and 
so much bad blood between 
them, a compromise seems 
improbable. However, the 
two camps agree on one 
issue: neither side can afford 
to allow the battle between 
them to carry on for much 

longer. 

The conflict has already 
been a huge distraction for 
senior management of both 

t O 


■4 



groups. Mr De Sole, and his 
board are understandably 
anxious to be able to devote 
their full attention to devel- 
oping Gucci’s . interests 
again, at a critical time for 
the global luxury goods mar- 
ket, which Is rallying after- 
the Asian crisis... 

So far, Gucci's institu- 
tional investors have backed : 
Mr De Sole in the battle. Bdt 
they are unlikely to -tolerate, 
the prospect of the company 
being destabilised for much 
longer. _ ' 
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WORLD-LEADING COMPANIES CALL 
BEAR STEARNS, THE WORLD LEADER FOR 
CORPORATE GLOBAL BOND ISSUES. 






Lucent Technologies 


GMAC 




FEDERAL 

MOGUL 



Underwriters of 
Corporate Global Bonds 

Since Jan. 1, 1998 



At Bear Steams, our superior research, 
distribution and execution have made us a 
leader in fixed income. So it's not surprising 
that leading American companies like 
these and others have made us the leader in 
placements of Corporate Global bonds. 

We've lead managed transactions totalling in 
excess of $19 billion since January 1, 1998 — 
over 80% more than our nearest competitor. 

And while every client is unique, they 
always appreciate our time-tested formula of 
client service, innovation and performance. 

So follow the example of these world-leading 
companies. Call upon Bear Steams to sell 
your Global bonds. 

STEARNS 



75 Years of Client Service, Innovation <S Performance. 






22 


FINANCIAL times 


THURSDAY MARCH IS 1999 






M 

* 

m 

Jn 

Ju 

Pm 

Tat 


PI 

■ i 

£* 
Go* 
Cte 
Ope; 
Mar 
Alter, 
taT'i 
IVs 
Pis*B 
Loco 
i mx 
2ow 
3 nup 


Spi* 
Ohm 
i mom 

■ Tan 

3 Dmnt 
Go U q 
Kranem 


New So 


COMPANIES & FINANCE: ASIA-PACIFIC 


JAPAN OTHER LIFE INS_URERS_EXPECTED TO FOLLOW E XAMP LE OF P RICE RIS E AS BOND YIELDS FALL 

Dai-ichi breaks ranks by raising premiums 


By Naoko Hakamae In Tokyo 


In a sign that Japan’s 
YiSO.OOObn ($1.6bn) life 
insurance industry is 
starting to seek solutions to 
its many problems. Dai-ichi 
Mutual will defy industry 
convention by breaking 
ranks and raising the 
premium on its insurance 
policies written after April 2. 

The move is significant, 

because nearly all Japanese 


life assurers have been los- 
ing money on their core 
business. 

F ailing Japanese govern- 
ment bond yields have left 
them unable to invest their 
assets to meet their 
liabilities. 

Last November, the eight 
industry leaders reckoned 
they would lose more than 
Yl,000bn on negative yields 
this financial year. 

Furthermore, the sector 


has been badly hurt by 
recent slumps in the Japa- 
nese stock and property mar- 
kets. and the appreciation of 
the yen. 

Analysts have long 
pointed out the need for life 
assurers to guarantee a more 
realistic rate on their 
policies. 

Dai-ichi Mutual is the first 
to announce an effective 
price rise on future policies 
under the existing format. 


although other life assurers 
have indicated they will fol- 
low suit 

Dai-ichi Mutual, Japan’s 
second largest life assurer, 
will lower the target yields it 
guarantees on policies with 
annual dividends from 2.75 
pa* cent to 2 per cent 

Other policies are to be cut 
from 23 per cent to 2.15 per 
cent. 

The challenge now will be 
to keep selling these prod- 


ucts despite the price rise. 
The industry already suffers 
from growing cancellation 
rates, and Industry insiders 
point to the fact that many 
savings-type products will be 
facing tough competition 
from the recently deregu- 
lated investment trust 
market 

But domestic life assurers 
are caught in a severe 
dilemma, said one analyst 

“Although they've got to 


keep selling products, 
they’ve also got to do some- 
thing about their poor, or 
negative, profitability.” he 
added. 

Dai-ichi will be attempting 
to attract new customers 
through special value-added 
features on its policies, it 
said yesterday. 

The company added that 
these would include nursing 
services and improved card 
facilities. 


High-risk strategy begins to pay off 
off for Indian high-tech pioneer 

Ramco software group is becoming a world-class enterprise, writes Mark Nicholson 



I ndia’s old “licence raj” can- 
not be thanked for inspir- 
ing much world-class 
enterprise. But the discred- 
ited and largely dismantled 
system of centralised indus- 
trial licensing can take some 
credit for inspiring India’s 
first serious entrant into the 
global market for enterprise 
resource planning software. 

When the Raja family of 
industrialists in Madras 
scouted for opportunities to 
diversify from cement and 
textiles in the 1980s, the 
trick was to find a sector 
that did not need a licence or 
any attendant political lob- 
bying. 

“At that time licensing 
was intense," says PR Ven- 
ketrama Raja, founder of 
Ramco Systems. “We were 
not interested in going into 
the politics to get projects, 
so we decided the answer 
was new technology and 
computing, for which you 
didn’t need a licence.” 

The Rajas also wanted to 
widen their horizons, having 
established profitable, but 
modest-sized cement, yarns 
and roofing businesses based 
in Madras, with total turn- 
over of around $250m. “We 
thought, we’re a good 
national player, how do we 
become international?” says 
Mr Raja- “We have the cash, 
and people, maybe we 
should invest in computing.” 
It was similar thinking for 
similar reasons - the lack of 


any need for licensing - that 
fuelled a small explosion of 
software start-ups across 
India in the late 1980s and 
early 1990s. particularly in 
Bangalore. These, in turn, 
have matured to turn soft- 
ware into India’s most 
vibrant export industry. 

But unlike most of his 
peers, Mr Raja chose not to 
enter the sector on tbe bot- 
tom mng by offering basic 
software services to foreign 
clients, based largely on the 
simple advantage of cheap 
labour. Instead, he formed 
the nucleus of Ramco 
Systems 10 years ago. aim- 
ing to develop fully-fledged 
ERP products - among the 
most complex and commer- 
cially risky in the industry. 
He began with an initial 
team of 15 software engi- 
neers and start-up capital 
from the other family firms. 

ERP products are a suite 
of programmes or integrated 
software modules that com- 
bine to offer companies a 
single view of a big enter- 
prise. Generally, they 
include modules providing 
anything from stock control, 
sales analysis, payroll man- 
agement and monitoring and 
control of complex manufac- 
turing processes. 

“Creating an ERP product 
is a bigger task than creat- 
ing an operating system,” 
says Mr Raja. “You need a 
massive mastery of various 
disciplines.” It also takes 


faith, since by Mr Rqja’s 
reckoning it takes between 
seven and eight years of 
development, with a team of 
several hundred software 
engineers, to create the 
architecture for a fully 
developed ERP product This 
period is one mostly of 
investment and rarely of 
reward - which means only 
companies with existing 
cash flow or resources can 


‘It was a massive 
enterprise that 
no-one thought a 
company from 
India could 
manage’ 


contemplate such things. 

“You can’t start up an 
ERP company just with a 
garage full of a few bright 
software engineers," says Mr 
Raja. “Then, at the end of it. 
you still don’t know if you 
have created a current, 
acceptable product So you 
have to have great foresight, 
or luck, or a bit of both." 

Early versions of Ramco’s 
product entered tbe market 
in 1994. By this year, turn- 
over from early sales had 
reached $30m, the workforce 
bad grown to 1,200. and the 
company is now marketing a 


refined version of its ERP 
product. Ramco Marshal 3 . 0 . 
“It was a massive enter- 
prise," says Mr Raja, “that 
no-one thought a company 
from India could manage.” 

Altogether, he says the 
project has cost $40m to 
develop, drawn chiefly from 
some debt and internal reve- 
nues from the parent Ramco 
businesses - around 12 per 
cent of the likely cost of 
such a project in developed 
countries. The Microsoft- 
based product offers the pan- 
oply of ERP applications, 
including plant mainte- 
nance, inventory control, 
accounts, process planning 
and controls, sales forecast- 
ing and analysis and person- 
nel management 

Ramco has adapted the 
product for use anywhere 
from open-cast mining to 
managing power stations. 
And. according to Mr Raja, 
the company is beginning to 
find itself shortlisted by cli- 
ents alongside some of the 
big ERP suppliers. 

The ERP market is worth 
tens of billions of dollars 
globally, dominated by SAP, 
the German software house, 
followed by Oracle and Peo- 
pleSoft of the US and BAAN 
of the Netherlands. 

So far, among more than 
80 clients for tbe product. 
Marshal has been adopted by 
Be mis. the biggest flexible 
packaging maker in tbe US. 
which is using the Ramco 


logistics system in 15 of its 
40 US plants. Six months ago 
ETA tbe Swiss watchmaker, 
also installed Marshal in 12 
of its factories. 

Ramco Systems’ turnover 
this year was twice last 
year’s. Mr Raja believes it 
can double again for 
1999-2000 to S55m-S60m. sus- 
taining similar growth until 
turnover hits around S200m. 

Bv the time the company- 
hits sales of around $80m, he 
suggests, it would look to 
demerge from its parent 
Ramco Industries, a Rs5bn 
<S118m) capitalised business 
makin g roofing sheets, and 
list separately, od the Indian 
market and in the US. 
through an ADR offering. 

The US listing is partly 
motivated by tbe need to be 


able to offer Its employees 
stock option income in bard 
currency - an increasingly 
fashionable perk in the 
Indian software sector to 
keep staff loyal. 

Having developed its prod- 
uct. Ramco Systems is now 
focused on marketing it. and 
is looking to raise between 
SISm and $25m from venture 
capital funds and elsewhere, 
to expand its international 
presence. 

“Everyone is watching us 
very’ closely to see whether 
all this investment can actu- 
ally be turned to profit," 
says Mr Raja. The Indian 
stock market clearly believes 
so. Tbe share price of Ramco 
Industries has been buoyed 
recently by speculation over 
an eventual demerger. 


HK banks face 
more turmoil 


Lowered credit ratings throw 
spotlight on high-yield bonds 

As Nissan Motor joins the 'junk bond club' with a Moody's downgrading, investors in 
Japanese securities are hoping there may be positive side-effects for liquidity 

By Naoko Nakamae 


By Louisa Incas in Hong Kong 

Hong Kong banks have 
weathered tbe storms of the 
Asian financial crisis better 
than their Singaporean 
counterparts, but are poised 
for another tough year in 
1999. according to Fitch 
IBCA, the ratings agency. 

The Asian financial crisis 
caused non-performing loans 

at banks across the region to 
rise sharply. 

Last year, tbe average 
level for Singaporean banks 
was 13 per cent, reflecting 
their exposure to crisis-torn 
countries like Indonesia and 
Malaysia; whereas for local 
Hong Kong banks the figure 
was 7 per cent at the end of 
1998. 

However, Hong Kong faces 
more bleak spots this year. 
The economy shrank an esti- 
mated 5.1 per cent last year 
and the full impact has yet 
to feed through to the corpo- 
rate sector and its ability to 
repay loans. 

Meanwhile, unemploy- 
ment is rising wbicb will 
affect mortgage repayments 
and consumer loans. 

Hong Kong also faces 
more unravelling? across the 

border. Tbe failure of 
Guangdong International 
Trust & Investment Corp. 
the investment agency that 
folded in October last year 

with US$4.37bn worth of 


debts, spooked bankers who 
had taken government 
backing to mean risk-free 
lending. 

Since the collapse of Gitic 
other Chinese entities have 
defaulted on payments or 
been forced by growing debt 
into massive restructurings. 
However, Fitch IBCA reck- 
ons tbe total China exposure 
of local Hong Kong banks is 
just under 5 per cent, 
suggesting further fall-out 
will be manageable. 

Hong Kong banks, like 
those in Singapore, are seen 
as strongly capitalised and 
well-managed. Fitch IBCA 
notes that banks in Hong 
Kong have raised their capi- 
tal ratio in recent years and 
all now boast capital ratios 
higher than the minimum 
8 per cent - indeed, the aver- 
age is now more than double 
that minimum . 

David Marshall, managing 
director of Fitch IBCA. 
added that most loans in 
Hong Kong are generally 
supported with collateral. 
Mortgage lending is a high 
proportion of Hong Kong 
bank lending, and medium 
sized companies also gener- 
ally put up security. 

Mr Marshall said one 
small bank bad more than 90 
per cent of its loans securit- 
ised. although he added that 
such a high level would be 
unusual. 


Nissan Motor joined one of 
Japan's more controversial 
clubs last week. Amid the 
flurry of speculation about 
its future, it was relegated to 
“junk bond” status by 
Moody’s, the US credit rat- 
ing agency. 

The move prompted pre- 
dictable public protests from 
the government 

Less visibly, however, it is 
also creating a new business 
opportunity. 

For Nissan is only the lat- 
est in a long list of Japanese 
companies who bave 
recently been downgraded 
into this club. 

With the number of club 
members likely to swell even 
further soon, the question 
preoccupying investors is 
whether this win lead to the 
creation of Japan’s first liq- 
uid and credible high-yield 
bond market 

There are certainly factors 
in its favour. Government 
bond yields have seen a 
sharp decline recently, while 
credit spreads among 
corporate bonds have 
polarised. 

Though bonds with high 
credit ratings continue to 
track JGB yields relatively 
closely, lower-rated bonds 


have seen a pronounced wid- 
ening of yield spreads, mak- 
ing this an area of particular 
interest for investors looking 
for extra yield. 

Furthermore, there are 
plenty of potential investors 
out there. 

Nippon Life, the world's 
largest Ufe assurer with 
Y40.000bn ($339bm of assets, 
is certainly interested. 

“Yes. well invest in high- 
yield debt, as long as we feel 
the yield reflects the level 
default risk of the company. 
Currently, we’re not invest- 
ing in bonds we rate BB or 
less, but I don't think it’s 
something we shouldn't do," 
said Hidetaka Kawakita, 
general manager in tbe trea- 
sury and capital market 
department. 

Despite such interest, the 
Japanese high-yield debt 
market is still do min ated by 
individual, rather than insti- 
tutional, investors. 

Although there is growing 
interest from some of the big 
foreign investors used to the 
high-yield markets of the US 
and Europe, those involved 
are generally in the smaller 
bracket. 

So why is this market 
unable to capitalise on all 
the potential demand? 

One difficulty is the lack 


of a coherent and credible 
credit-rating system. While 
analysts believe the Japa- 
nese market could develop 
along the lines of the US 
market, they agree tbat a 
prerequisite for growth is an 
improvement in Japan’s 
credit-rating system. 

At present, domestic agen- 
cies are perceived as being 
too lax, and foreign agencies 
still lack credibility in the 
Japanese marketplace. 

“Tbe quality and amount 
of credit analysis is minute - 
there is a lot of work to be 
done,” said one analyst at a 
foreign securities company. 

“What's more, the level of 
corporate disclosure needs to 
be raised for investors to 
really start investing large 
sums of money in high-yield 
corporate bonds.” 

Furthermore, tbe pro- 
longed economic recession is 
causing credit ratings to 
fluctuate widely. 

Nissan Motor, for example, 
has had its rating dropped 
twice, to “junk bond” status, 
in the space of six months. 

"Credit ratings aren't reli- 
able,” said one investor. 
“They are extremely volatile 
- many companies have 
been downgraded several 
times and they still face fur- 
ther downgrades.” 


Dai-ichi Life. Japan's sec- 
ond largest Ufe assurer, is 
watching the market closely, 
but points to its lack of 
liquidity. 

“Tbe market lacks depth,” 
said Takashi Kawashima, a 
manager in tbe investment 
planning department. “It’s 
difficult even buying BBB 
bonds. I think the market 
will take some time to really 
develop.” 

Development of this mar- 
ket will hinge on supply, as 
well as demand, factors. 
Questions remain whether 
low-rated Japanese compa- 
nies are prepared to pay 
such a large premium to bor- 
row money - many have 
never seriously considered 
themselves as having junk 
bond status and feel they 
have merely found them- 
selves in this position due to 
circumstances. 

“But all this could be 
reversed if the economy 
recovers.” added Mr 
Kawashima. 

If ratings improve, indeed, 
junk bonds may gradually 
lose their "junk” status, and i 
investors could end up with 
huge risk premiums for rela- 
tively little risk. 

That hope may offer Nis- 
san a modicum of cheer this 
week. 


Yasuda to lift 

its holding in 
INA Himawari 


By Natto Nakamae 

Yasuda Fire and Marine* 
Japan’s second largest prop- 
erty and casualty insurer, 
yesterday announced it 
would raise its stake in INA 
Himawari. the life insurance 
unit of Cigna International 
the US insurance and finan- 
cial services group. 

Yasuda will pay around 
Yi2-6bn (SiOTm) for an addi- 
tional 29 per cent holding in 
the Tokyo-baaed life insurer. 
This will take its stake to S3 
per cent, which is just under 
the 40 per cent level at 
which INA Himawari would 
become its subsidiary for 
accounting purposes. 

Yasuda and Cigna will 
sign an agreement to com- 
plete the transaction on 
April 1. 

Cigna owns 90 per cent of 
INA Hima wari, bnt has long 
indicated it would like Yas- 
uda to own the majority 
stake in the company. Yas- 
uda has declared its willing- 
ness to do so. and plans to 
own 60 per cent by 2001. But 
a critical trade issue 
between the US and Japan 
has prevented this so far. 

Under the World Trade 
Organisation financial ser- 
vices agreement of 1997, Jap- 
anese insurance companies 
are prohibited from entering 
the so-called “third sector” 
which sells products such as 
medical and cancer insur- 


ance. This is an area where 
foreign insurance companies 
are the most active and prof- 
itable. and Japan has agreed 
not to deregulate the market 
until 2001. 

INA Himawari, as a sub- 
sidiary of Cigna, is classified 
as a foreign Ufe assurer and 
Is an active provider of can- 
cer and medical insurance. 
Yasuda has decided to post 
pone any additional stock 
purchases since INA Hima- 
wari would lose its licence to 
sell such products, if: it 
becomes a Yasuda subsid- 
iary. Indeed, INA Hima wa- 
n’s close ties with Yasuda 
Marine have been the focus 
of attention in tbe insurance 
trade debate in the past 

Recently the Japanese 
Insurance sector has been 
tbe centre of a war of words, 
as US and Japanese trade 
officials have disagreed on 
whether Japan has met the 
criteria imposed by the 1997 
agreement to deregulate the 
primary life and non-life 
insurance sectors. 

But yesterday a Yasuda 
spokesman reiterated the 
company's resolve to raise 
its stake in INA Himawari, 
and said it would be watch- 
ing developments in the 
trade dispute very carefully. 
"Our ann ouncement today is 
just one step along the way 
- we intend to achieve a 60 
per cent stake by 2001 at the 
latest.” he said. 







NEWS DIGEST 


MALAYSIA 

Sime Darby back in black * 
with $136m net profit 

Sime Darby, the Malaysian multinational often seen as a 
bellwether of the domestic economy, has returned to the 
black, posting a net profit of M$518m (US$1 36.3m) for the 
six months to December 31 last year, compared with a net 
loss of M$676m a year earlier. For the full year ended 
June 30 last year, the net loss was M$541m, largely on 
account of losses suffered by Sime Bank, the banking arm 
the company has sold. 

Sime Darby said profits were helped by buoyant prices 
for palm oil, which was the biggest contributor Co earnings, 
better income from investments by the insurance unit and 
fire sale of assets in the US. Revenue fell 22 per cent to 
M$4.9bn as the sluggish construction and logging sectors 
badly affected sales of heavy equipment 

Weak consumer sentiment also hurt sales of houses and 
cars and the oil and gas unit suffered losses. Its tyre unit 
also dki poorly and file company is trying to increase 
exports. 

Analysts said the economy was still weak and the com- 
pany's net profit might total less than M$700m in fiscal 
1998-1999. Trading in Sime Darby's shares, which closed 
at MS3.92 on Tuesday, was suspended yesterday. TJ Tan, 

Kuala Lumpur 
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BANKING <4 


Mitsubishi arms to merge 

Bank of Tokyo-MUsubishi and Mitsubishi Trust & Banking 
agreed yesterday to merge their securities subsidiaries by 
the end of June, the Nihon Keizal Shimbun reported in the 
Wednesday evening edition, quoting sources from toe two 
banks. 

The move is designed to enhance the competitiveness 
of fire wholesale brokerage businesses for corporate ch- 
ants, including underwriting of corporate bonds, which will 
be the main operation of the new entity. 

Tokyo-Mitsubishi Securities will buy the operations of 
Mitsubishi TB Securities, a Mitsubishi Trust unit Mitsubishi 
Trust plans to take a 10 per cent stake in the new firm. 

Tokyo-Mitsubishi Securities had a total of about 
Y3,120bn ($264.6bn) in assets as of the end of last Sep- 
tember, while Mitsubishi TB Securities held about Y250bn. 

Meanwhile, Sumitomo Bank and Sumitomo Trust & 
Banking have decided to integrate their securities units 
into a joint venture to be set up by Sumitomo Bank and 
Daiwa Securities Co. AP-DJ, Tokyo 





SOUTH KOREA 


Microsoft pricing probe 

The South Korean government has launched an investiga- 
tion into allegations that Microsoft is selling toe Windows 
98 operating system in South Korea at excessively high 
prices. If Microsoft is found to have engaged in unfair 
business transactions, the Fair Trade Commission can 
impose a penalty equivalent to up to 2 per cent of the US 
company’s annual Korean sates. AP-DJ, Seoul 




EASDAQ is the only truly pan-European stock market, offering a single point of access for international growth companies and Investors across Europe and beyond. With one rule book, one 
membership, and seamless pan-European trading and settlement operations, our unified structure provides all market participants with a liquid, well-regulated platform for growth - Irrespective of 
national boundaries. Increasingly, quality growth companies with the foresight and determination to expand their horizons are listing on EASDAQ. And. as a result, they're meeting with growing su ccess 
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P. E -T^[L^Pg. C .0NGL0 de rate REPORTS RISE IN ANNUAL PRE-TAX PROFITS FROM £520M TO £629M 

Kingfisher to strengthen European presence 

Rll PwiAU IlnllU * * *■ 


COMMENT 


Peggy HoWoger ... 

* - mnmhef 1 111 l f] e P ast number of the leading plav- torama. which was progress- 

Kingfisher. the UK retail n f eSJ#*** “ ,,estone ers" In the German ing well. He was confident 

conglomerate, yesterday set «,n^7 8 aevelopment". do-it-yourself market. “But it there was “more upside- 

out its strategy' to build lead- i nf Kingfisher is difficult to say whether than the expected £50m in 

ing positions’ in European do-u-voursei/anri SEL • l \* "Hfi? 11 ** wi31 happen -” be merger benefits, but “it is 


markets as it reported 
annual profits at the top end 
of expectations in a presen- 
tation beamed by satellite 

from France. 

Sir Geoffrey Mulcahy. 
chief executive, was in Paris 
to announce a 15 per cent 
rise in pre-tax profits before 
exceptional to £5B2.5m 
l$946m) for the year to 
January 30. 


• iikcuueu io use its 
do-it-yourself and electricals 
businesses to grow in Euro- 
pean markets other than 
France and the UK. 

Following the merger late 
last year of Kingfishers 
B&Q home improvements 
chain with Castorama of 
France, some 40 per cent of 
group sales were derived 
outside the UK, he said. 

Sir Geoffrey said King- 
fisher was "in contact with a 


added. 

Sir Geoffrey refused to 
comment on speculation of a 
merger or takeover possibil- 
ity in the UK. But be said 
the group had plans to open 
some 103 new stores, mainly 
in the UK, creating some 
-5-800 full and part-time jobs. 

Sir Geoffrey added that 
Kingfisher was concentrat- 
ing on delivering the bene 
fits of the merger with Cas- 


still early days”. 

Sir Geoffrey’s comments 
came as the group reported 
pre-tax profits of £629-3m. 
helped by £46.8m in excep- 
tional gains, up from £520m 
last time. Sales rose 16 per 
cent to £7.46bn. 

All businesses increased 
market share, be said, 
against a generally difficult 
retail market, particularly in 
the UK. 


B&Q and Castorama suf- 
fered a weaker second half, 
but the UK chain increased 
like-for-like sales by 5.5 per 
cent B&Q returned operat- 
ing profits of £188.1 m. up 
from £161. 6m. on sales 8.8 
per cent higher at £l.9bn. 
Castorama contributed one 
months’ profit of and 
sales of £!47m. 

In electricals. Comet in the 
UK suffered flat profits of 
£33.4m although sales 
increased by 5.1 per cent to 
£862. 4m. Like-for-like sales 
fell by 0.6 per cent. Darty in 
France increased profits by 


7.6 per cent to £U5.lm, on 
sales 9.3 per cent higher at 
£1.12bn. 

Woolworths benefited 
form a strong Christmas to 
return profits 8.8 per cent 
higher at £U4.4m. on sales 6 
per cent ahead at £l.Sbn. 

Superdrug increased prof- 
its by £100.000 to £41. lm on 
sales 6.6 per cent up at 
£798.6m. 

Sir Geoffrey said he expec- 
ted the retail market to 
remain highly competitive, a 
feature which would drive 
consolidation in the UK and 
the rest of Europe. 


Kingfisher 


Kingfisher 


Orange to launch enhanced multi-media services 


By Christopher Price hi Hanover 
and Alan Cane in London 

Orange, the UK mobile 
phone group, is preparing to 
launch the most comprehen- 
sive range of multi-media 
services available in the UK 
cellular market, including 
news, banking, entertain- 
ment, traffic and travel 
information. 

Demand for the service, 
to be introduced this year, 
will give an indication of the 
public's appetite for informa- 
tion on the move and of the 
likely success of “third gen- 
eration” mobile services, 
expected to become available 
by 2003. 

Subscribers to the 
new Orange service will 
be able to receive informa- 
tion on their cellular 
phones from a range 
of content providers, in- 
cluding Independent Tele- 
vision News and Associated 
News Media. 

All the UK's mobile 
operators have been de- 


veloping extended services — 
Cellnet and Barclaycard. 
for example, provide bank- 
ing by phone - but Orange’s 
proposed range will be 
the most comprehensive. 

Hans Snook. Orange man- 
aging director, has already 
promised that Orange will be 
the first company to launch 
a mobile “video-phone", 
allowing customers to take 
part in video-conferences 
early next year. 

It is already testing Wild- 
fire. an electronic assistant 
that communicates with the 
customer through a 
synthesised voice. 

The new information ser- 
vices have been made pos- 
sible by the advent of 
Wireless Application Proto- 
col (Wap), a new radio tech- 
nology that allows multi-me- 
dia services to be delivered 
to mobile phone screens. 

The technology will also 
make it possible for users to 
access the internet to 
retrieve electronic mail. 

Only subscribers with a 


phone using Wap technology 
will be able to use the ser- 
vice. These phones are 
expected to become widely 
available in the coming 
months. 

For its news service. 
Orange has struck an exclu- 
sive deal with 1TN to take 
news headlines and stories 
from the organisation. Nat- 
West will provide a business 
banking service that will 
enable customers to check 
accounts for balances, pay- 
ments and cheque 
clearances. 

Association News Media 
will use its Thisislondon.com 
website to provide restau- 
rant reviews, cinema and 
theatre listings, as well as 
London news. Integrated 
Traffic Information Service 
is to provide traffic and 
travel reports. Travel infor- 
mation on flights is also 
being supplied by web ser- 
vice Tbetrip.com, while Last- 
minute.com will provide 
details of late availability for 
a variety of trips. 


Virgin injects £9.7m into 
cola business after losses 


By John Wt&nan, 
Consumer Industries Editor 


Richard Branson's Virgin 
Group has injected £9.7m 
into its' cola business, after 
making a £7_24m loss in the 
year since it ended its part- 
nership with Cott, the Cana- 
dian company that supplies 
own-label soft drinks to 
supermarkets. 

Virgin Cola's loss for the 
year to January 28 was 
largely the result of costs 
incurred in ending its exclu- 
sive production agreement 
with Cott Last year, it made 
a profit of £116,846- 

During the year. Virgin 


raised its share of the UK 
market from 3.6 per cent to 
A3 per cent, according to AC 
Neilsen, the market research 
organisation. The growth - 
largely at the -expense of 
own-label colas - was in a 
market that shrank 2 per 
cent 

However, the amount 
owed to Virgin Cola by trade 
debtors has risen from £1.9m 
to £A6m - 20 per cent of the 
company's turnover. Gross 
profit fell from £3.8lm to 
£2.36m on turnover up 8.6 
per cent to £22. 99m. 

Four years ago. Mr Bran- 
son launched a campaign to 
take on Coca-Cola and Pepsi- 


Cola in the global soft drinks 
market. 

Virgin Cola has claimed 
success in overhauling Pepsi 
in the UK on several occa- 
sions, including last sum- 
mer, when it said it outsold 
the number two brand, if the 
Pepsi Max diet variety was 
excluded. 

Nielsen figures, however, 
show Coke and Pepsi have 
retained their market shares 
of about 53 per cent and 16 
per cent respectively in the 
past year. 

Monthly figures show fluc- 
tuations related to promo- 
tion by Virgin and its main 
competitors. 


Premier stays on track 



Hans Snook: Orange wil be the first company to launch video-phone 


Tony Anttews 


Talk of Kingfisher’s 10th ^ _ 

birthday - in name at least - POngfisher/Dastorama 

and milestones passed might Share prices relative to the 
suggest that the UK retail EurotopMOWte* 

group is about to rest on its 140 R 

laurels. It cannot afford to Kingfisher D | 

do so. One reason was evi- 120 — 1 

dent in the performance of jJ|Qi flyro 

Castorama. the French DFY ioo ^ nJjwi 
group that Kingfisher's B&Q V 

has merged with. Although ^ tL 
Castorama pushed operating HP" jk/S 

profits up 20 per cent, to m 

€188m (S205m>. its own \ JT 

restructuring and a more rasmrama-y- 

buoyant French economy 40 1 ‘- — „ ‘ 

should have delivered more. 1896 97 98 99 

Kingfisher is relaxed about sumaaasbm«m 
this, as the deal itself caused 

some disruption. But with Castorama valued at 16 times 1998 
operating profits, a big improvement clearly needs to be 
wrung out. That should be possible. After all. B&Q made 43 
per cent more profit last year oo turnover more than 10 per 
cent below Castorama's €3.lbn. 

But Kingfish er's fancy rating of about 25 times forecast 
1999 earnings owes as much to strategy as it does to the 
market’s faith in its nitty gritty retail management. With 40 
per cent of its sales outside the UK. it is deemed to have 
joined Europe’s retail super-league, earning comparisons 
with Ahold and Pinault-Prmtemps-Redoute. This has helped 
to lever it free from a UK retail sector, whose performance 
has only recently been resuscitated by interest rate cuts. 

As in the early part of its decade. Kingfisher is dedicated 
to e xpansio n The risks of this strategy are not in the price. 
But its bold investments have a habit of winning longer- 
term advantage. 

Smiths Industries 

Smiths Industries, along with GKN, belongs to that select 
band of UK engineers whose shares have regained last 
year’s highs. However, yesterday’s lacklustre results, which 
knocked the shares back 10 per cent, have put a large dent 
in one of the sector’s most prominent recovery plays. Nor- 
mally a company that cruises in at the top end of expecta- 
tions. Smiths has been slapped down for merely landing in 
line. 

Also worrying was an unflattering profit mix. With medi- 
cal and industrial both flat. Smith’s growth depends rather 
too narrowly on its aerospace wing. Defence sales look 
strong but the civil aerospace market is forecast to peak 
next year. To maintain its double-digit earnings record. 
Smiths is likely to need a chunky acquisition. With interest 
cover of 33 times, it can easily afford to spend £lbn or so. 
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Premier Farnell. the 
catalogue-based electronic 
components distributor, 
insisted it was on track for 
recovery with its new strat- 
egy, though its markets 
remained tough. 

The group, which cut its 
interim dividend by 30 per 
cent, yesterday announced 
an mial pre-tax profits down 
28 per cent at £1 00.4m 
($162m). 

The results were in line 
with expectations and the 
shares dipped 2p to 192p. 


As indicated at half-way. 
the final dividend is also cut 
by 30 per cent to 5p, for a 
total of 9p (12.9p). 

John Hirst, chief execu- 
tive. said depressed markets 
in the UK and US appeared 
to have bottomed out But 
the group's plans for the 
coming year assumed there 
would be no significant 
improvement. 

“There is no disappoint- 
ment in these results," said 
Mr HirsL “What people have 
to remember is that this is 
still a very profitable busi- 
ness with a good cash 


performance." 

Mr Hirst, appointed last 
summer, said the blueprint 
for recovery he set out in 
January, combined with a 
series of management 
changes, would lead to 
growth over the next three 
years. 

He is planning a £45m cap- 
ital investment over the 
period, along with an extra 
£15m annually for market- 
ing. 

Turnover in the year to 
January 31 fell from £743-6m 
to £705m. Earnings per share 
fell from 25 .3p to 16p. 


SCHERING 

Announcement of Annual General Meeting 

Sobering Akfi'engesetechalt Berlin (Securities Code No. 717 200) 


Our shareholders are invited to attoitf this 

year's Annual General 

Se place on Tuesday. 27th April, 1999 at 10 

am. at the International Cong r«ra Centre, 
Naue KanstraBe/Mesaedamni, 14055 Berfto 

Agenda: 

1. Presentation of the approved a«»unte, the 
□roup accounts and the annual report for 
Schema AG and the group lor the business 
year 1998 including the report of the 

Supervisory Board. 

2. Resolution for the appropriation of the net 
profit 

3. Resolution (ortho discharging of the Board or 
Executive Directors. 

A Resolution for Uib discharging of the 
Supervisory Board. 

5. Section of the Si4»tvteoTyBoerd. 

6. section of the audtors for the business year 


7 Capital increase out of Company reserves to 
roXd off share capital Euro * 


a Changes to the Articles of Association to 
round Eure amount statBmBntofremuneraiion 
of the Supervisory Board. 

9. change to the Articles of Association/ Issue 

of share certificates. 


10. Resolution on authorised capital increase 
and a change to the Articles of Association. 

11. Resolution for convertible bonds, option 
debenture bonds, concfitional capital and a 
change In the Articles of Association. 

12. Authority to buy the Company's own shares. 
The complete agenda, including the resolution 
put forward, is due to appear In the 
18th March. 1999 issue (No.53) of 
Bundesanzelger (Federal Gazette). Please 
refer to this announcement for details of 
the agenda and of the procedure for depositing 
shares in order to attend the Meeting. Closing 
date tor such deposits wiD be Tuesday, 20th 
April, 1999. 

Pursuant to Section 125 of the German Companies 
Act we have sent Notices to Shareholders intended 
for ad holders of Sobering shares h safe custody, 
for there to pass on to an hoUars of Sobering 
shares. Shareholders who have their Sobering 
shares f»M in sate custody by a bank and have 
not as expected received these docunenb bom 
their bank by 14th April. 1999 are requested to 
apply for mere to tfieir bank. If you wish a copy of 
the Annual Report, please contact ihe Company 
or your bank. 

Beritn.lSth March. 1999 

The Board of Executive Directors 
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COMPANIES & FINANCE: UK 

TRANSPORT GROUP ADVANCES 40% AS DEMAND GROWS FOR IMPORTED COAL 


Clydeport plans expansion 


By Susanna Voyte 

Clydeport, the Scottish ports 
operator, yesterday 
announced record profits 
and ambitious plans to 
develop the business with 
two big capital projects. 

Tom AUison, chief execu- 
tive of the group which runs 
the ports of Hunterston. 
Greenock and Glasgow, said 
he wanted to build a new 
roll-on, roll-off ferry terminal 
in Glasgow to capitalise on 
the growing trade with 
Ireland, and was planning a 
£250m-£300m ($400m-$480m) 
entertainment and leisure 
development on the city's 
waterfront 

Mr Allison, appointed 18 
months ago to shake up the 
former port authority which 


was privatised in 1992. said 
pre-tax profits for 1998 rose 
40 per cent to El 1.02m. The 
results were ahead of City 
expectations and the shares, 
which had risen sharply 
ahead of the results, fell 2p 
to 224V-p. 

Profits were boosted by 
demand for imported coal, 
which is 10 per cent cheaper 
than domestic coal. 

Hunterston. the deep-wa- 
ter specialist port bought for 
£5.6m at the end of 1993. saw 
total tonnage increase 80.1 
per cent to 2.9m tonnes. Cly- 
deport supplies coal to East- 
ern Group and Scottish 
Power. 

Euan Davidson, port 
operations director, said 
imported coal was low-sul- 
phur. so generators could 


meet targets to cut emis- 
sions without expensive 
modifications to their plant. 
The coal, which is imported 
from South Africa and South 
America, costs about llOp a 
gigaioule. against I24p for 
UK coal 

However, the group 
warned that growth this 
year would not be at the 
same level as 1998 as the 
contracts between English 
generators and domestic coal 
producers would postpone a 
further “step uplift" for 
about two years. 

Mr Allison said he had fin- 
ished a nine-month review of 
the business and had 
decided to step up the pro- 
cess of vertical Integration - 
moving into shipping and 
road haulage. 


The group will concentrate 
investment in the ports busi- 
ness, with the £l5.7m cash 
held and further cash flow 
being ploughed straight hack 
into the business. 

Mr Allison said the cre- 
ation of the new two-berth 
ferry port which would 
attract both freight and pas- 
senger traffic, could be com- 
pleted by the middle of next 
year. 

Turnover rose 28 per cent 
to £26. 3m. Operating profit 
was £10 Jim (£7, 45m). 

Analysts are forecasting 
1999 pre-tax profits of 
£ll.8m. leaving the shares 
trading on a prospective 
price/earaings ratio of 10 5, a 
discount to competitors such 
as Associated British Ports 
and Mersey Docks. 


Devro’s shares 
drop on warning 


By James Buxton in EdWnirgh 

Shares tn Devro, the sausage 
casing manufacturer, fell 
near their all-time low yes- 
terday. after the Glasgow- 
based company warned that 
half-year profits would be 
well below 1998's £23. 7m 
($38m). 

Tbe shares closed down 
40 p at l43V*p, against last 
year's all-time high of 545 l /*p. 

Announcing results for 
1998, Graeme Alexander, 
chief executive, said the 
company was still suffering 
from the sharp drop in 
demand in Russia and south- 
east Asia. Although the com- 
pany’s direct sales to Russia 
have improved slightly this 
year, sales to US food manu- 
facture!^ for export to Rus- 
sia showed no recovery. 

"Russia makes up about 20 


per cent of the world market 
for cellulose casings, which 
are used to make US-style 
skinless Frankfurters," Mr 
Alexander said. “The whole 
casings industry has 
invested heavily in new 
capacity to serve it and there 
is now 25 per cent overcapa- 
city." The company had also 
suffered from the deteriora- 
tion in some Latin American 
countries in tbe third and 
fourth quarters. 

Devro is implementing a 
restructuring announced 
last November to save £4m 
this year. But it needed to 
eliminate another £15m from 
its cost base and aimed to do 
so within two years, said 
Bruce Fanner, chairman. 

Pre-tax profits fell from 
£58m to £36.im, after an 
exceptional reorganisation 
charge of £4.1m. 


Bid battle for 
Wace escalates 


By David BtackweH 


The bid battle between two 
US companies for control of 
Wace, the digital imaging 
group, escalated yesterday. 

Schawk, which emerged as 
a white knight in January 
when Wace was under siege 
from UK rival Photobttion, 
raised its offer by lOp a 
share to SQp. valuing the 
ordinary shares at £63. 3m 
(Sl02m). 

Almost immediately 
Applied Graphics Technolo- 
gies, which a week ago 
offered £37 m. responded that 
it was "actively considering 
increasing its offer." 

Wace shares closed up 6Vap 
at 81 '.ip. 

Phillips and Drew Fund 
Management, which owns 
6.4 per cent of the ordinary 
shares and 19 per cent of the 


preference shares, has 
undertaken to sell its ordi- 
nary shares to Schawk. That 
would give Schawk, which 
has acquired a similar sized 
stake, about 14 per cent of 
the ordinary shares. How- 
ever, Phillips and Drew will 
not be bound by the under- 
taking if another bidder 
offers 88p or more a share. 
Schawk 's bid is recom- 
mended by the Wace board. 

Wace shares fell to 17‘/ 3 p in 
October after the group ran 
into problems in the US and 
breached loan covenants. 

Scbawk, listed on the New 
York Stock Exchange and 
advised by Lehman 
Brothers, has not changed 
its offer of £39.2m for the 
preference shares. AGT, 
listed on Nasdaq and advised 
by Lazard Brothers, has not 
yet made an offer for these. 
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NEWS DIGEST 

HEALTHCARE 


Shield raising £12m to 
help fund Axis merger 

Shield Diagnostics is to raise £12m (SI 9m) through a 
rights Issue to hdp fund its merger with rival biotechnol- 
ogy company Axis Biochemicals of Norway. Under revised 
terms announced yesterday, Shield shareholders will hold 
54.4 per cent of the enlarged group, down from the 62 per 
cent envisaged when the deal was mooted in January, 

This is partly because Shield is now offering 1.25 new 
shares for every share in Axis rather than the one for one 
initially planned. The number of Axis shares in issue is also 
to increase by about 6 per cent because of the exercise of 
options by Its management This will result in a capital 
injection of about E3.4m. 

Shares in Shield fell 25p to 457%p yesterday, valuing 
Axis at about £80m. They dosed at 51 5p, down 5p, on the 
day the merger was announced. Analysts said the shares 
fell yesterday because the terms had become a lithe less 
favourable to Shield, and because a rights issue would 
probably be priced at a significant discount reflecting diffi- 
cult market conditions for the sector. 

Shield, which has changed its year end, made pre-tax 
losses of Cl -34m on sales of £5. 26m in the nine months to 
December 31. This compares with profits of £494,000 on 
sales of £7. 43m in the year to March 31. Virginia Marsh 

SUPPORT SERVICES 


Shift to IT services helps DCS 

DCS showed the benefits yesterday of its shift from soft- 
ware sales to IT services as it reported a 49 per cent jump 
in 1998 pre-tax profits from £4. 92m to E7.35rn. 

Tim Robinson, the chief executive who took over a year 
ago, said: “We have moved from being a UK-based sup- 
plier of systems primarily to the automotive sector into 
being an international provider of IT solutions with a strong 
European base.” 

Since taking over he has concentrated on developing a 
new business model for DCS, which began as a Nigerian 
electricity supply business. He aims to make DCS a one- 
stop IT shop, cross-selling services such as outsourcing, 
appfications management and e-business capabilities as 
well as software to its existing 560-strong client base, and 
others. 

For the first time, more than half of revenues from DOS’s 
automotive division came from services. The division, 
which was once considered a potential disposal candidate, 
is now regarded as a core part of DCS. Automotive reve- 
nues contributed £37. 6m (£22 .2m) to the group total of 
£1 10m (£59.8m). Outsourcing revenues, which grew from 
£7.4m to £18.6m, now account for 17 per cent of the total. 
Caroline Daniel 


HOUSEHOLD GOODS 


Russian downturn hits Qriflame 

Tough trading conditions in Russia and the Ukraine con- 
tributed to a near 90 per cent drop in 1 998 annual profits 
at Oriflame International, the door-to-door cosmetics com- 
pany. 

Pre-tax profits in the year to December 31 fell 89 per cent 
to £4.42 m after £21. 1m in exceptional restructuring costs 
arising from a write-down on currency l os ses .and charges 
to reduce toe group's cost base. Operating profit fefl ‘43" 
par cent to £24.4m on reduced turnover of £238.9m 
(E252.8m). 

Robert af Jochnick, chairman, said Oriflame would bene- 
fit from being "slimmed down”. However, he did not 
expect a complete recovery for two to three years. 

Dan Bitefeky 


BIOTECHNOLOGY 

Core drug gets US approval 

Core Group, toe biotechnology company specialising in 
dreg delivery systems, has won US approval to start test- 
ing its controlled release vaginal thrush treatment US 
approval of the treatment as an investigational new drug 
means the company can complete Phase 11 and 111 trials 
within 18 months. Jim Pickard, chief executive, said toe 
approval gave further confirmation of the efficacy of the 
company’s controlled release system. Core reports full- 
year results next week. 
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Final 1998 Results Confirm Strong Performance in a Weak Environment 

Net Income excluding non-recurring items: FRF 6.9 billion (EUR 1.05 billion); Dividend increase to 2 euros per share (+1%) 

The Board of Directors of TOTAL, chaired by Thierry Desmarest, met on March 16, 1999, 
to review the 1998 consolidated financial statements and to close the accounts of the parent company, TOTAL SA. 


TOTAL SJV. financial statements and proposed dividend 

The profit for (he parent companv TOTAL SA. was FRF 3.75(3 million in lt»B (EUR .'.73 million i. 
compared with FRF -1.343 million in 1907 7EL'R *>2 million). The Boanl of Directors of TOTAL, .iftcr 
daring (he accounts, decided lo propose at (he Combined Shareholders' Meeting or Nfav 11. I WJ the 
distribution of a dividend r.f 2 euro* per share, an increase of J 1- over ihe- drvidrml for die previous year, 
to which will be added lhe French ouir fr-ca] lox credit nil dividends) pursuant lo ihc terms in furcc. 
The dividend will be paid in cash in July, 1999. alter the completion or the public exchange offer on 
PETKOFEVA. The exchange offer will be made in Europe and die United Slates hr me jus of prwp.-i.-uiM-. 
in compliance wilh various procedural and filing requirements. 

Final 1998 results 

The final mulls for 1998 were in line with tsiiinafev released bv the Board fallowing its meeting on 
January 26, 1999. Net income {Group sharvltli excluding non-recurring items was FRF 6.916 million 
(EUR 1.054 million) In 1998. down 9.1‘S. Reported net income i Group shoret was FRF 5.81 1 million 
(EUR 88fi million). Growth and productivity t^.iuu (hiring the jv'w largely offset, a vignificim part nf the 
negative Impact of a wcafe cnvimnmatL 
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Outlook 


in December 1998, TOTAL announced ita merger with PETROFTNA, u e ating a new ml 
group TOTAL FDVA that will be the third largest in Europe and (he firth largest in tbe world. 
TOTAL is confident that tbe European Coaumasion win approve the operation by the ad 
or .’March. 1999. 

H .-V, a reiulf of this merger. TOTAL will strengthen its positions in the Downstream 
segment id the European countries where its market shares were limited. The new Croup 
will hare verr competitive refining facilities and marketing networks. It is well pwitioned in 
terms uf future changes in ihc specifications Tor petroleum product! in Europe. 

■ In the Upstream segment, the merger with PETROF1NA strengthens the share of the 
OECD region in both production and reserve?. TOTAL FINA has a portfolio of large 
projects which s*ill allow it to achieve its obyectives for growth white reducing technical costs. 
Production u expected to reach 1.25 million boe/d in the year 3XK) and 1.5 million boc, d 
iti 2005. 

■ In the Chemicals xcgincnt, the combination of TOTAL* specialty chemicals with 
PETROFINA's very competitive petrochemicals, creates a well-balanced chcmtotb regmau 
which wilt continue to pursue a policy of setHinancrd growth. 


The first (to months of 1999 have been characterized by low oil prices and refining 
margin* well below the 1998 average. Recently, however, it appears that the oil markets hare 
begun to recover, In this context, the activity of the segments, notably Upstream production, 
coininuca tu develop satisfactorily. 
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EURO PRICES 


EQUITIES 


Rising oil prices fuel fears of inflation 


CURRENCIES & MONEY 


EURO SPOT FORWARD AGAINST THE EURO 


■Mr 17 



^ 3 % I 




EUROPEAN OVERVIEW 
By Rorian Girobel 

European shares pared early 
gains yesterday as Wall 
Street shied away from 
crossing the 10.000-point 
Rubicon. 

Additional downward pres- 
sure came from rising Euro- 
pean bond yields as higher 
oil prices rekindled fears of 
inflation. 

FTBE Eurobloc 100 
latex . 


But analysts expect the 
Dow to go higher in the 
nin-up to Friday's “triple 
witching", the simultaneous 
expiry of stock index 
futures, options and options 
on individual stocks. 

Activity was largely 
driven by a spate of com- 
pany news, leaving the FTSE 
Burotop 300 index 9.4 lower. 
The only conspicuous sector 
performance came from oil 
stocks, which continued to 
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benefit from the recovery in 

world oil prices. 

Leading exporter Saudi 
Arabia said it would curb 
supplies as of April, leaving 
benchmark Brent crude 
futures 27 cents higher at 
$12.95. Shares in France's Elf 

ended 4.29 per cent higher, 
but Total only rose by 1.22 
per cent on disappointment 
over its 1998 dividend of two 
euros a share. 
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was automobiles, with Ren- 
ault dropping G.1S per cent to 
€31.40 on doubts over its 
controversial alliance with 
Nissan. BMW, however, 
bucked the trend, ending 
2.74 per cent higher ahead of 
its 1998 results today. 

The financial sector also 
put in a weak performance 
with Dresdner closing down 
4.4 per cent on profit-taking. 
Its shares had outperformed 
in response to BNP’s bid for 


Societe Generate and Pari- 
bas. The three French banks 
ended largely unchanged. 

Consumer cyclicals. such 

as leisure, media, retail and 
services, could prove the 
main beneficiaries of the lat- 
est political events, accord- 
ing to a report by Credit Sui- 
sse First Boston. 

It expected the resignation 
of Oskar Lafontaine, the Ger- 
man finance minister, to 
result in a SO basis point cut 
in euro-zone interest rates 
by the end of June. A turn- 
around in business confi- 
dence. triggered by the 
increased likelihood of struc- 
tural reforms, could lead to 
an economic recovery in the 
euro-zone through the sec- 
ond half of 1999. 

The FTSE Eurotop 300 
index fell 9.4 to 1,245.85, and 
the FTSE Eurotop 100 19.10 
to 2,888.87. The FTSE Ebloc 
index of leading stocks in 
the euro-zone settled 4.84 
lower at 1.039J25. 
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AKZO NOBEL 


Agenda for the Annual Genera! Meeting of Shareholders 
of Akzo Nobel N.V. to be held in Musis Sacrum. Velper- 
buitensingel. Arnhem, the Netherlands, on Thursday, 
April 22. 1999, at 2:00 p.m. 

1. Opening 

2. Report of the Board of Management for the fiscal year 
1998 

3. Adoption of the 1998 Financial Statements of 
Akzo Nobel N.V. and of the dividend: discharge from 
liability of the members of the Board of Management 
and of the Supervisory Board for the performance of 
their duties in the fiscal year 1998 

A. Determination of the number of members of the 
Supervisory Board and appointments to the 
Supervisory Board 

5. Determination of the number of members of the Board 
of Management 

6. Proposal to authorize the Board of Management to 
issue shares and to restrict or exdude the preemptive 
rights of shareholders 

7. Proposal to authorize the Board of Management to 
acquire shares of the Company on behalf of the 
Company 

8. Any other business 
Re item A 

it is proposed that membership of the Supervisory Board 
be increased by one and fixed at ten. LH. Thunell is 
nominated for appointment to the Supervisory Board 
effective May 1 , 1 999. LP. Bremer, III. J.GA. Gandols, 
and M.C van Veen are nominated for reappointment 

Re Item 5 

It Is proposed that the membership of the Board of 
Management be reduced by one and fixed at five. 

Re item 6 

This proposal concerns the designation of the Board of 
Management for a period of 1 8 months as authorized: 

a. to issue - and grant subscription rights to - shares up 
to a maximum of 1 0 percent of the total number of 
shares outstanding, at the Board of Management’s 
discretion to be issued as common shares and/or 
preferred shares; and 

b. to restrict or exclude the preemptive rights allowed to 
shareholders by virtue of the law in respect of the issue 
of shares or the granting of subscription rights in 
conformity with [a], but only regarding shares issued 
pursuant to a resolution of the Board of Management 

Re item 7 

This proposal concerns the authorization of the Board of 
Management for a period of 18 months, within the limits 
of the law and the Articles of Association to acquire 
shares of the Company, through the stock market or 


otherwise, at a price between par value and the AEX 
opening price on the day of transaction plus 1 0 percent 

This agenda, the signed financial statements, and a list of 
personal data on the nominees for the Supervisory Board 
are available for inspection by shareholders at the 
Company's office. Velperweg 76. Arnhem, the Nether- 
lands. Copies of the aforementioned documents are 
available to shareholders free of costs at the Company’s 
office and through the banks mentioned below. 

Shareholders who wish to attend the meeting or choose to 
be represented at the meeting shall deposit their shares at 
the Company’s office, Velperweg 76. Arnhem, 
the Netherlands, alternatively at ABN AMRO Bank N.V., 
Herengracht 595, Amsterdam, or at one of the banks fisted 
below, before Thursday, April 1 5, 1 999, 4:00 p-m. 

A shareholder who chooses to be represented shall also 
send in a signed proxy instrument - either or not using the 
bottom portion of the certificate of deposit - in time for It 
to arrive before Monday April 1 9, 1 999, 4:00 p.m. at 
Akzo Nobel N.V. 

Investor Relations Department 
P.O. Box 9300 

6800 SB Arnhem, the Netherlands 
Fax •*31.26.4424909. 

The proxy shall surrender the certificate of deposit and 
the proxy instrument before the meeting at the 
registration desk. A separate proxy instrument in the form 
of a faxed message, duly completed and signed by the 
shareholder, may also be presented. 

Banks: 

in the Netherlands: ABN AMRO Bank N.V., 

MeesPlerson N.V.. and INC Bank N.V. in Amsterdam. 

F. van Lanschot Bankiers N.V. in 's-Hertogenbosch, 
Rabobank Nederland in Utrecht, and their branches; 

In Belgium: Generate Bank, Artesia Bank, and KBC in 
Brussels; 

in Luxembourg: Banque Generate du Luxembourg S.A. in 
the city of Luxembourg; 

In Germany: Deutsche Bank AC and Dresdner Bank AC 
in Frankfurt a.M., BHPBANK AG in Berlin, and 
Sal. Oppenheim jr. & Cie. KGaA in Cologne; 

In France: Lazard Frfires & Cie and Banque Nationale de 
Paris in Paris; 

In Austria: Creditanstalt AG. Bank Austria AG in Vienna-, 
in Sweden: S E B. Securities Services in Stockholm; 
in Switzerland: Credit Suisse First Boston. Credit Suisse, 
and UBS AG in Zurich, and Pictet & Cie In Geneva. 

The Supervisory Board 

Arnhem, March 18, 1999 
Akzo Nobel N.V. 


Open for 
business. 
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Subanllnsted Notes Due 2000 
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The Chase Manhattan Corporation 

U.S. $400,000,000 

Floating Rate Subordinated Notes doe 2009 
For the three months 17th March, 1999 to 17th June, 1999 the 
Notes will cany an interest rate of 5-25% per annum 
with a coupon amount of U 5. $ 1 34. 1 7 per U.S. $ 1 0,000 Note, 
payable on 17th June, 1999. 


Bankers Trust 
Company, London 


Agent Bank 
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INTERNATIONAL CAPITAL MARKETS 


TRADING OF DISTRESSED LOANS 


LMA set to 
launch code 


of practice 


By Artady Ostnnsfcy 


The Loan Market Assoc- 
iation, which includes 80 
banks active in European 
loan markets, will today 
launch a standard code of 
practice for trading dis- 
tressed corporate loans. 

The guidelines, which are 
the result of 10 months of 
deliberations, aim to regular- 
ise trading in corporate 
loans that need to be 
restructured as a result of 
the borrower's financial 
problems. These include 
loans to companies which 
need to roll over their loans, 
seek debt forgiveness or face 
insolvency. 

At present, distressed 
loans are traded on a case- 
by-case basis, each subject to 
its own documentation, 
which often leads to high 
legal costs, failed trades and 
long settlement periods. 

The introduction of stan- 
dard rules covering trade 
confirmation, settlement 
periods and exchange of con- 
tracts will increase transpar- 
ency and liquidity in the 
European distressed debt 
market, the volume of which 
has increased three-fold to 
$14biL Distressed debt prices 
range from 1 per cent of face 
value for a corporate loan to 
Chancery Bank liquidated in 
1592 to 73 per cent of face 
value for the loan to Euro 
Disney. 

Standard documentation 
will also cut legal costs by as 
much as 50 per cent for some 
of the more liquid distressed 
loans such as Euro Disney, 
Eurotunnel and Queens 
Moat Houses, according to 
Tony Tucker, deputy head of 
debt trading at Bank of 
America wbo chairs the dis- 


tressed debt committee at 
the LMA. 

“The LMA’s move will 
improve liquidity and put 
the market on a more profes- 
sional footing and should 
lead to a further surge In 
business," Mr Tucker raid. 

Most of the buyers of dis- 
tressed debt at present are 
the US hedge hinds and vul- 
ture funds, but the launch of 
the standard code of practice 
for trading these assets is 
expected to attract a broader 
range of investors looking 
for high yield. 

The code of practice will 
regularise confirmation of 
telephone trades, settlement 
of transactions within 20 
business days, arrangements 
for paying interest and 
transfer of documentations. 

Mr Tucker said the initia- 
tive agreed with the Bank of 
England's “London 
Approach" for companies in 
financial troubles, which 
favours out of court settle- 
ments and encourages credi- 
tors to work out a consensus 
for loan restructuring, Mr 
Tucker said the code of prac- 
tice should also prompt com- 
panies to give their consent 
to secondary trading of their 
debt 

He said the surge in 
Europe's distressed debt 
might help offset the decline 
in volume of distressed debt 
in the US. 

The distressed debt mar- 
ket originated in the US in 
the 1980s, where many 
highly geared companies got 
into financial difficulties and 
were forced to restructure 
their loans. However in the 
past two years, the US mar- 
ket has been shrinking and 
is now estimated to be as 
little as SLObn. 
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Treasuries slip in thin trading 



BBiCHMARK BONDS 


By Vincent Boland In London 
aid John Labate In Hew York 


Markets were mixed as a 
weak US dollar and some 
profit-taking set the tone. 
European markets held on to 
slight gains, but prices of US 
Treasuries had fallen in 
fairly thin early trading. 

By early afternoon the 
30-year bond was down % at 
96ft to yield 5.502 per cent 
Two-year notes fell ft to 100, 
yielding 4-999 per cent, and 
the 10-year note fell ft to 97% 
to yield 5.130 per cent 

Treasury investors were 
awaiting two closely- 
watched reports - on infla- 
tion and the US trade bal- 


ance - which analysts said 
would set the tone of trading 
for the remainder of the 
week. 

Traders in Europe said the 
current rally in the markets 
from the low levels seen two 
to three weeks ago was con- 
tinuing but was bound to be 
gradual. There was also little 
market-moving news yester- 
day to have a decisive 
impact 

As well as the dollar, 
investors were also keeping 
an eye on stock markets. - 

Analysts said the combina- 
tion of relatively low bond 
yields and relatively high 
stock markets suggested 
both bonds and equities 
were in good shape, but 
there was concern about 


how much further either 
could go. 

“The issue is whether 
there is a share price level in 
the US and Japan at which 
bond investors get nervous,” 
said David Knott, core 
Europe strategist at Deut- 
sche Bank. **1 think there is. 
but we have not reached 
that level yet. It is difficult 
to interpret what is going on 
in Japan and what might 
happen after the [financial] 
year-end." 

The yield on 10-year Ger- 
man bunds ended some L5 
basis points lower at just 
over 3.93 per cent Bunds 
again outperformed Trea- 
suries and the spread wid- 
ened to 124 basis points 
from 120 basis points. The 


10-year bund future also 
posted a modest gain of 0.08, 
to 114,46- 

An auction of two-year 
German paper was well 
received by investors, 
attracting nearly €20bn of 
demand for the tranche of 
just over €4bn on offer. 
Traders said the auction 
price suggested investors 
were not expecting any 
quick change in short-term 
European interest rates. 

UK gilts proved the best of 
the markets on a positive 
reading of the latest minutes 
of the Bank of England’s 
monetary policy committee. 
Ten-year gilts shaved 3 
points off the spread over 
bunds to end at 65 basis 
points. 


Fiat boards euro bandwagon 


NEW ISSUES 


New international bond issues 


By Edward Luce, 
Capital Markets Editor 


Plat, the Italian carmaker, 
yesterday added to the grow- 
ing list of corporate names 
that have tapped the Euro- 
pean single currency 
recently, with a €lbn five- 
year offering. 

The bond, priced at 61 
basis points over the Bobl, 
was launched at roughly the 
same spread as the second- 
ary trading level of Ford, 
which issued its debut in 
euros last week. 

However, the deal - Fiat's 
first big international bench- 
mark - widened several 
basis points after launch. 
Bankers suggested there 
may have been oversupply 
in the single A-rated names 
in euros. “There's good 
demand for corporate paper 
In Europe, but not over- 
whelming demand." said one 
banker. 

Telefdnica, the Spanish 
telecommunications group 
that is also a recent debu- 
tant in euros, has also seen 
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its benchmark widen in the 
past few days. 

Others rumoured to be 
preparing euro offerings 
include Morocco, Philip Mor- 
ris and BAT (for a second 
time). 

Cades, the French state- 


backed entity which man- 
ages the country's social 
security debts, yesterday 
launched its much awaited 
debut inflation-linked bond 
- the first such transaction 
by a non-sovereign in 
Europe. 


The 14-year bond, which 
follows on from France’s 
debut inflation-linked 
offering last September, 
is seen as a prelude 
to a longer-dated infla- 
tion linked offering by 
France. 


news digest 


JAPAN 


Extension granted on 
TFB bond purchases 




Debt restructuring offer 


The Russian finance ministry said yesterday that foreign - 
investors In domestic GKO/O FZ debt securities had ■ 
accepted its restructuring offer for 32 per cent of t heir- - 4- 
hdefings. Domestic holders had exchanged 85 per cent of 
their interest, the ministry said, raising the total acceptance 
level to 41 per cent of the Rbs280bn In securities on which 
Russia defaulted last August In dollar terms, the nomina) . 
value has dropped- since tiren from $4Gbn to $12bn. . 

The ministry said no talks had been held w ith C redit Sui- 
sse First Boston, which has launched an investment .fond, 
as an alternative to the restructuring offer. CSFB wants -tiu 
government to pay the nominal value of investors’ GKOs 
into the fund, which would invest the funds into fefirastruo- 
ture and other projects. The cash flow .from these projects 
would provide the eventual repayment. CSFB has neyeir 
hidden its unhappiness about Russia's offer. Clay Harris - 


REPUBLIC OF LITHUANIA 


€200m issue postponed 


The Repubfic of Lithuania has postponed its planned five- 
year, €20Qm benchmark bond issue, citing unsettled mar- 
ket conditions following the resignations of Oskar Lafon- - 
taine, German finance minister, and of the European Com- 
mission. “We are ready for the transaction, and when 
market conditions permit we will make the Issue," said - 
Algirdas Semeta, Lithuania's finance minister. He did not 
Indicate any future timing for the issue, which was to have 
been lead managed by Credit Suisse First Boston and 
Dresdner Kleinwort Berison. Matej Vlpotnik " 


BOND FUTURES AND OPTIONS 

France 


US CORPORATE BONDS 


INTERNATIONAL BONDS 
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Jaoan’s Ministry of Finance yesterday phased mvestore by 

aSSrtwould allow its Trust Fund Bureai to ron- - 
SS^to^Schase JGBs in the secondary after . . , 

ApriL “We have decided to continue ^ 

w^rii'ina fnarket conditions carefully, said Kiichi Miya- 

minister, though he did notspeerty an mot 
timeframe. Yesterday’s move follows a 
month. when the ministry 

chases by the TFB, which manages Japan svastpo^of, 
postal savings, for one monto- 

siwi to halt the bureau's JGB purchases sent the • 

into a tailspin. . . , . . , 

Mr Miyazawa also confirmed the d 1 

ApriTs auction of 10-year JGBs at Y1 .40(Jbn. This etiie 
same level as in March, when it cut issuance by Y400bn, - 
after two Y1 ,800bn auctions ki the prec^n^ months jed . 
to fears of oversupply. Naoko Nakamae, Tokyo 
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CURRENCIES & MONEY 


Rate futures rise as Bank doves sing 


By Alan Beanie 

Short sterling prices rose 
yesterday as the Bank of 
England hinted that more 
interest rate cuts were on 
“® way. appearing to defy 
its official policy of taking 
each month as it comes. 

The minutes of the Bank’s 
monetary policy committee 
meeting for March, released 
yesterday, showed an 8-1 
majority for keeping rates on 
hold but suggested that the 
MPC was more likely than 
not to cut in future months. 

Prices of short sterling 
contracts expiring through- 
out the rest of 1999 rose on 
the news. The September 
contract closed 5.5 basis 
points higher at 91945, dis- 
counting a further cut in 
base rates to around 5 per 
cent by the aut umn 

The minutes also showed 
the increasingly innovative 
ways which Willem Bui ter 
has found to defy majority 


opinion — this time voting 
for a 40 basis point cut 
rather than the more tradi- 
tional 25 or 50 basis point 
moves. 

The pound appeared little 
affected by the news, con- 
tinuing the pattern of ster- 
ling reactions over the past 
few months where the posi- 
tive growth effect of interest 
rate cuts has appeared to off- 
set the lower yield from the 
rate decision. 

After an initial downward 
movement, the pound recov- 
ered to climb higher against 
the three other large curren- 
cies. Sterling closed up 
against the dollar at the end 
of London trading, at $L630. 
and was little changed 
against the euro at £0.676. 

The continued failure of 
sterling to fall since October 

■ POUND IN NEW YORK 
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when the spate of Interest 
rate cuts started suggests 
that more cuts might be on 
the way. The current infla- 
tion forecast incorporates a 
central projection of sterling 
falling against its trade- 
weighted index according to 
interest rate differentials, 
and an upside risk for infla- 
tion that it falls even faster. 

The minutes said that per- 
sistence in the strength of 
sterling might necessitate a 
boost to domestic demand. 

■ The euro bounced off sup- 
port levels yesterday as the 
market digested the failure 
of the European commission- 
ers' resignations to make a 
significant dent in the cur- 
rency. 

Against the dollar, the 
euro rose through the $1.10 
level during the European 
trading session and closed at 
$1,101. higher than Tues- 
day’s close of $1,091. Against 
the yen the euro rose to 
Y130.4. 

Analysts said that while 
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there was little news yester- 
day to move the currency, 
the resilience of the euro to 
the political turmoil sur- 
rounding the European Com- 
mission lent weight to the 
idea that the resignation of 
Oskar Lafonialne had put a 
new floor under the cur- 
rency. 

Robert Lynch, currency 
strategist for Paribas in New 
York, said tbe growing con- 


viction that the European 
Central Bank will not cut 
interest rates tomorrow may 
also have given the euro a 
small boost in tbe near term. 

Mr Lynch said that the 
euro could easily reach the 
post-Lafontaine highs 
around $1,105. "But after 
that comes tbe trend line 
from the highs of early Janu- 
ary at around $ 1 , 112 . which 
will be hard to get past,” he 
said. 

■ The yen had a quiet day 
yesterday, falling at first 
before recapturing some of 
its recent gains against tbe 
dollar. 

The yea closed in London 
at Y118.4 after bouncing 

■ trngR CURRENCIES 
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between its opening value in 
Asia of YH7.15 and the low 
of Just over Y119. 

Early weakness in the yen 
came after the Ministry of 
Finance announced the 
Trust Fund Bureau would 

continue to buy JGBs in the 
next fiscal year. 

Divyang Shah, global 
strategist at the economic 
consultancy IDEA in Lon- 
don. said he did not expect 
much upwards action from 
the yen for the rest of the 
week. 

“Over the next couple of 

days we’ll see a downside for 
the yen,” said Mr Shah. 
There was no momentum to 
drive the yen up apart from 
what was happening on the 
Nikkei, be added. 

“Recent activity on the 
foreign exchange, stock and 
bond markets has been 
driven mostly by the fiscal 
year-end,” he said. 

Mr Shah said that Japa- 
nese officials were trying to 
prevent the yen from rising 
before the end of March. 
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Oil prices 
rise on 
bullish 
reports 


MARKETS REPORT 


By Robert Ccrzfne 
and BIHian O'Connor 


Oil prices rose sharply 
yesterday as traders reacted 
to bullish inventory data 
Gram the US and reports that 
Saudi Arabia, tbe world’s 
biggest crude exporter, is 
ready to begin informing its 
customers of cuts in April 
shipments as pan of the lat- 
est global production 
restraint initiative. 

The bellwether May Brent 
Blend futures contract was 
up 56 cents to $13.24 a barrel 
in late trading on London's 
International Petroleum 
Exchange. Earlier it had 
reached $13.33 a barrel - 
close to last year’s average 
price for Brent - and the 
highest level for a front 
month Brent contract since 
early November. 

Opec is keen to maintain 
the momentum for higher 
prices generated by last 
week's agreement in the run 
up to their meeting In 
Vienna next Tuesday. Non- 
Opec Mexico yesterday con- 
firmed that it would cut its 
exports by 125,000 barrels a 
day as part of the global cut 

Most base metal prices 
firmed slightly on the Lon- 
don Metal Exchange yester- 
day, altbough nickel, tbe 
star performer so far this 
year, eased 

But analysts are increas- 
ingly puzzled by the appar- 
ent shortage of copper in the 
Asian region, in defiance of 
the hefty worldwide surplus. 
Prices in Shanghai, for 
example, are at a premium 
to those in London. Chinese 
purchases appear to offer an 
explanation, but analysts are 
uncertain how to interpret 
them. Barclays’ latest copper 
letter says: "China has with- 
out doubt been a fairly 
heavy buyer of refined cop- 
per over the past two 
months. But where the 
metal purchased is going 
and why is less clear". 


ECB urged to restrain gold sales 


By Gwen Robinson aid 
Stephen Wyatt hi Canberra 


Concerns about the impact 
of proposed gold sales by the 
International Monetary 
Fund on gold prices and pro- 
duction could be eased if the 
European Central Bank pub- 
licly committed itself to 
restraining gold sales by 
individual national central 
banks, gold experts said yes- 
terday at a commodities con- 
ference in Canberra. 


The proposal that the IMF 
should sell up to 10 per cent 
of its gold reserves, or about 
10 m ounces, to finance debt 
relief programmes, gained 
momentum this week follow- 
ing support from the US and 
France. 

Those endorsements 
unnerved investors, who ear- 
ner this week drove gold 
prices down about $8 to $283 
an ounce over two days, 
reversing a recent slight 
improvement in prices. How- 


ever. the price stabilised yes- 
terday and gold was fixed at 
$284.70 in London yesterday 
afternoon. 

Robert Guy, a director of 
NM Rothschild & Sons, the 
London bullion bank, told 
the Canberra conference the 
IMPs proposal was logical, 
but required cooperation by 
central banks to help main- 
tain gold prices. 

He urged the ECB to ban 
gold sales by individual 
European central banks 


until the IMF sales were 
completed, so as to minimise 
disruptions to the market. 

“It is true that a number 
of national central banks 
have said they have no plans 
to sell gold - but the market 
needs more than that" 

Any announcement by the 
ECB that it would not sanc- 
tion sales of gold by individ- 
ual central banks at the 
same time as sales were 
being carried out by the IMF 
would help achieve a better 


price for the IMF, protect the 
value of Europe's own gold 
reserves and assist stability 
thro ughout the market as a 
whole, he said. 

The ECB holds 15 per cent 
of its $55bn reserves in gold 
and controls the distribution 
of a further 11,000 tonnes in 

nyttjnnfll banks. 

However, some analysts 
have argued that the IMF’s 
planned sale could be com- 
fortably absorbed without 

special arrangements. 


US proves fertile for GM crops 


Use of the technology is spreading rapidly, reports Nikki Tait 



Genes 
and crops 


hile Europe questions 
the merits of plant 
genetics, the technol- 
ogy is spreading rapidly on 
US farms. 

Take corn, the largest sin- 
gle crop in the US with an 
annual value of about $20bo 
and grown on about 80m 
acres. Last year, according 
to the National Com Grow- 
ers Association, about 16m 
acres were planted with “Bt" 
varieties - hybrids engi- 
neered to carry the baciUus 
thuringimsis gene, a natural- 
ly-occurring organism that 

kills the devastating corn 
borer. 

A further 5m-plus acres 
were occupied by "Liberty 
Link” or “Round-Up Ready" 
corn, produced by Pioneer 
Hi-Bred and Monsanto 
respectively and genetically- 
modified to tolerate certain 
herbicides. 

Is total, biotech’s share of 
tbe com crop topped 26 per 
cent last year, and some esti- 
mates suggest it could 
exceed 40 per cent this year. 

For soyabeans, a $15bn 
annual crop occupying more 
than 70m acres, the story is 
similar. Monsanto, tbe St 
Louis-based life sciences 
group, claims that its popu- 
lar “Round-Up Ready" beans 


alone accounted for more 
than 35 per cent of the US 
soyabean market in 1996. 

The speed at which certain 
GM crops are becoming the 
norm in the US is bard to 
overstate. The first geneti- 
cally-modified product - the 
“Flavr Savr** tomato, engi- 
neered to ripen more slowly 
(thus extending shelf-life) by 
riai gpnp , a Californian com- 
pany iater acquired by Mon- 
santo - only hit supermar- 
kets in 1994. 

But by the end of 1996, 23 
genetically-modified crops 
bad been approved: by the 
end of 1998. there were about 
30 transgenic plants on the 
US market 

“In the US we are moving 
enormously fast, to the point 
where virtually all the big 
crops are going to be geneti- 
cally engineered in just a 
few years." claims Hendrick 
Verfaillie, Monsanto presi- 
dent. 

Although opposition from 
consumer and environmen- 
tal groups is not entirely 
muted, the debate largely 
centres on where the indus- 
try is heading and how 
quickly. 

Most big life sciences 
groups are already looking 
to add “quality traits" - for 
example, to alter the nutri- 
tional content of either ani- 
mal feed products or human 
foods. The first products are 
likely to centre on 
“improved” oils, derived 


from GM beans, com or can- 
ola. and are due to reach the 
market early next century. 

Further down the road, 
there is the possibility of 
using plant-based materials 
to replace conventional poly- 
mers and plastics. 

But the agricultural bio- 
tech industry In the US faces 
some big hurdles. 

Tbe first concerns the effi- 
cacy of GM seeds. Environ- 
mental groups have long 
warned that encouraging 
certain traits will also 
encourage new resistances 
to develop - in crude terms, 
“super-pests”. 

The industry admits that 
resistances are likely at 
some stage, although it also 
adds that the best solution is 
to keep the technology 
ahead of pest development. 

Even so, big suppliers of 
GM corn seed - including 
Monsanto. Dow AgroSci- 
ences, Mycogen, Novartis 
and Pioneer - have come 
together to approve a volun- 
tary package under which at 
least 20 per cent of farmers’ 
acreage would be set aside 
for non-Bt corn. 



Fresh offering: CaUgen&B ganeScaBy modified tomatoes 
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S uch "refuges”, they 
argue, should ensure 
that non-resistant pests 
also propagate. Nevertheless, 
the possibility of regulation 
lingers. 

Second, there is the ques- 
tion of patent protection. 
The industry is awash with 


lawsuits as companies 
accuse each other of misap- 
propriating proprietary tech- 
nologies, with claims and 
counter-claims running to 
hundreds of millions of dol- 
lars. 

The disputes have already 
claimed casualties: Cargill, 
the big US agribusiness 
group, was forced to post- 
pone plans to sell its North 
American seed business to 
AgrEvo, the joint venture 
between Germany's Hoechst 
and Sobering, because of the 
buyer’s worries over litiga- 
tion filed by Pioneer. 

Finally, there is the ques- 
tion of seed saving. Tradi- 
tionally, farmers buy seed, 
grow a crop and then save 
some seeds for the following 
year's planting. In the case 
of the more expensive, val- 
ue-added GM seeds, compa- 
nies tend to insist that they 
are used just once. Farmers 


have been asked to sign 
legal agreements, an 
approach which has not 
always been well-received. 

This issue has focused 
attention on “terminator" 
technology - inserting a 
destructive toxin into plants 
which will kill off new seeds 
that they carry- That has 
rung alarm-bells among 
environmentalists, worried 
about anything from “gene 
drift" to the degree of con- 
trol it cuold give seed suppli- 
ers. 

Biotech companies, how- 
ever, say that continued 
innovation requires them to 
be able to secure returns. 
"We need to find ways - sen- 
sibly - to protect the tech- 
nology," comments Mr Ver- 
faillie at Monsanto. 

This is the final article in this 
series. Previous articles 
appeared on March 9, 11 and 
16. 
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Swedish groups 
raise price of 
benchmark pulp 




By Hcbotas George 
in Stockholm 


Leading Swedish pulp 
producers have raised the 
price of benchmark pulp to 
$480 a tonne, with analysts 
expecting further gentle 
increases later this year as 
cuts in production begin to 
pay off. 

The price of the bench- 
mark Northern Softwood 
Bleached Kraft has lan- 
guished at about S460 a 
tonne since October, a four- 
year low. This has been 
caused by chronic overcapa- 
city exacerbated by the 
Asian crisis, which has cut 
consumption in the region. 

At its height in November 
1995, the list price of NSBK 
was more than $ 1,000 a 
tonne. 

Rises in the price of pulp, 
which Is the basic raw mate- 
rial used in the paper Indus- 
try. have traditionally 
bad a knock-on effect 
on prices throughout the 
industry. 

Both SOdra (the world's 
largest producer of long fibre 
market pulp with a capacity 
of 12m tonnes) and Rottne- 
ros (a medium-sized pro- 
ducer with capacity of 
550.000 tonnes) announced 
the $20 a tonne increase ear- 
lier this week. 

Anders Jansson. market- 
ing director of Rottneros, 
said the fall in producer 
inventories had prompted 
the rise. 

Pulp inventories among 
North American and Scandi- 
navian (Norscan) producers 
showed a fall of 38,000 
tonnes in February, a month 
traditionally marked by a 
rise in inventories. 

“The market is definitely 
showing stronger demand 
just now which has resulted 
in a decrease in Norscan 
stocks. On average over 
the past 10 years February 


has seen an increase of 
50,000 tonnes but this year 
we have seen a drop of 3SJJ00 
tonnes," Mr Jansson said. 

“We know Norscan inven- 
tories are going down even 
further in March and we are 
getting very close to the 
1 . 5 m tonne level, which is 
historically the point at 
which prices move 

upwards." 

Mr Jansson pointed to 
demand in China as partly 
behind the pick-up. Here 
many smaller paper mills 
were going out of business to 
be replaced with much 
larger mills. 

While the old mills were 
integrated producers, relying 
on their own supplies of pulp 
made from straw; the new 
mills were consumers of 
market pulp, he said. 

“The tough question now 
is whether customers are 
putting the pulp in stock or 
is it being consumed.” Mr 
Jansson said. 

Ulf Gunnarsson, Informa- 
tion chief at S6dra, said 
the company had tried to 
raise prices twice since 
last autumn, hut the market 
had not accepted the 
increases. 

“Maybe there is room a bit 
further on for more 
increases, but we want to 
see this first step accepted.” 
Mr Gunnarsson said. 

Lara KJellberg, CSFB for- 
estry analyst, said tbe price 
increases had a good chance 
of sticking. 

“The odds are better than 
in previous years as they are 
relying on a cut in supply,” 
he said. 

“What you have seen is 
permanent production shut- 
downs in North America as 
well as temporary shut- 
downs in Scandinavia. In 12 
months, I think the price 
could rise to about *600 a 
tonne.’ 
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ACROSS 

1 Go into sharp decline 
rather ropiiiy (6; 

4 Holder of film test society 
ace foils (8) 

9 Indicate the study books on 
English (6) 

10 Not well in house, in dock? 
Relax (W) 

12 Select rice partly for stir- 
ring (8) 

18 Time is invariably seen 
with it (6) 

15 Tbe fielder’s mistake (4) 

16 Authoritarian administra- 
tion of any tenants being 
awkward &6) 

19 A VIP prey we grilled in 
TV watching scheme (3-3-1) 

20 Some try oat a holiday in 
the States (4) 

23 Vigorous survey mostly 
engulfed by bloomer (6) 

25 One filer eg involved in 
ornamental work (8) 

27 Bird fanatic to devise a plot 
(8) 

28 Live period of play before 
interval provides interest 
( 6 ) 

29 Obtained an account kept 
secret about the day before 
(8) 

30 Also a stylish person <2,4) 

DOWN 

1 Speech written on an enve- 
lope (7) 

2 Genuineness resulting from 
northern city rise (9) 

3 Taking lively interest in 
Old Testament set up as a 
whole (2,4) 


5 Long suffering (4) 

6 Grammatical error in the 
only chapter is modified 
initially (8) 

7 Fishwife? (5) 

8 Exeter disturbed about 
motorway limit (7) ■ 

11 Viv able to cook a certain ‘ 
mollusc (7) 

14 Improvised one mite after 

Bury (7) 

17 Subsequent anxiety expec- 
ted at end of treatment? (9) 

18 Give the story. It's reveal- 
ing (4-4) 

19 The prize a man intro-’ 
duced: a sort of meal (7) 

21 Obliging editor going in fbr 
word, being observant (7) 

22 Several people under water 
(6) 

24 Check the central heating 
in the plant (5) 

25 One possessing milli ons 
provides the high spot ( 4 ) - 

Solution 9,940 
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For solutions to today’s crossword call 090fi fuz noftn 
Calls cost 60p a minute. 0906 843 M6 °* 
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Busy trading? 


Our Frequent Traders Club is perfect For the active investor. 


To find out more, call us on 0870 601 8888, and quote ref. no FT 480. 


Charles Schwab 


Helping Investors Help Themselves 


wwwschwab-worldwide.com/europe 


m 

16 

— 

19 

_ 

OS 

_ 

11 

n 

11 

I 

5.8 

l 

49 


18 

— 

07 

_ 

4.1 

— 

2S 


W ' 


07 

285 

IT 

67 

115 

09 

10 

107 



Ffufttitauss mu 

Frink hoy 8 Sbnu 1M 


H - 65 

- IS IE 9 

II - 

60S 04 SOS 

- 62 U 

- 5.1 11* 

- IS - 


Mane VM 
ooos a-s w= 
2 *7 n 

- 21 SI 

- - 3S£ 

1368 67 U 

a 70 7 2 

14 as too 

7 70 4> 

- 103 - 

- IS 103 

- 54 12 

- 43 21 fl 

- 7* as 

- 4J 116 

B U HI 

- 4.4 104 

- is as 

i 

5 64 U 


o - 12 S -en 


A 

Mm 

VM 

tat 

m Rj'i 

50 

381 

4S 

180 

72 

5.1 

30V 



7DA 

_ 

OS 

11 

_ 

_ 

21 BV 

— 

13 


as 

15 

1985 

05 

B00 


02 

ICO 

fa 

41 

132 

315 

1.1 


in 

- 

338 

— 


671 

as 

35 

37'j 

231 

55 


z 

47 

150 

m 


55 

as 

08 

13 

978 

13 

9 

11 

0B 

1285 

05 

0h 

— 

10 

8i i 

3 

4 

13 

a 

#3 

IS 

220 

72 

29 

1 

M 

58 

89 

4.1 

188 

— 

1.4 

227 

M 

IS 

18 

1*5 


7 ?« 

SB 

- 

15V 

164 

11 

28B 

ta 

IB 

715 


47V 

— 

*2 


— 

SS 


- 

05 


“ 

U 


— 

IS 

755 

" 

1.4 

7? 

I 

15 


0> * 3Z*2 *3*1 1W 

raf> __ w 


65 7 7 234 

VO 12J *9 

ID a 11 i3 

35 848 101 53 

I? ”42 10.7 

49 1,119 62 7D 

V - 7.1 M9 

- 73 ao 

m ^ ioa 

*» IS “ 

- 12 ia* 

487 3 4 118 

- - 82 

17 Id 159 

ssa 87 ia7 

- IB - 

- 19 114 

- 42 170 

- 16 - 

7 7-7 7 2 

- 13 122 




384 09 * 

ZBB 10 277 


is m 
is SI 

40 203 



M “Sdurt* 

21 14 317 — * 

■ si u 


44 iio 

02 Son? 


53b4 8284 14 41 


19 
19 
136 
29 
ZB 
19 

0.3 

m ?# 1« 


ra 

TU 


not art 

M 

w 

5.4 

89 

m 

7.4 


88 

2 ^ 

1/5 


K9 


m 

OJI 

344 

a 

4£ 

MS 

2 

Sl2 

308 

im 

Li 

111 

- 

b4f 

“ 


IB 42 364 
27 45 172 
1286 19 314 


SO* 305—41 


WaJ -V 

29 

^ ” 

* z 

«v 44 

*7Vi 

W *2 
mv _ 
mi -V 
w _ 

30^ +7V 
Wt M 


to* 

Dm 

fTs 

fit 

1401; 

USES 

11 

116 

61 V 

83 

179 

41 

3: 

76»1 

J9 

12 

50 

15 

107 

at 

15? 

— 

32 

14 S 

33 

8 

IS 

110 

2250 

— 

1.7 

4 

180 

377 

2.9 

134 

4V 

Jffl 

56 

47 

*071, 


71 

119 

TS 

678 

ID 

1.4 

217 

234 

337 

8987 

109B4 

/ 4 
50 

111 

111 

300V 

BSSI 

4.4 

iik 

2J7V 

a 

41 

14 1 

150 

30948 

11 

183 


31 

13 

1K4 

58? 

74 

7S 

57 

Mh 

Mm 

YU 


to* 

tub 

671 

PTC 

200 

— 

51 

111 

’BTV 

11 

— 

IIS 

204 

Hi 

bb 

_2B5 

2K> 

24.1 

31.4 

133& 

MM 

73 

SO 

44h^ 

m 

14 

117 

12 

288 

- 

- 

73V 

Wj 

130 

104 

5.7 

— 

4 fi 

85 


— 

as 

100 

64V 

— 

SR 

H.1 

1741? 

Ml? 

88 

14 

79 

12 

89 

11? 

B21< 

3,131 

13 

219 

36V 

39 

— 

T17 

inu 

1 

10 

IS1 


— 

— 

- 


119 

75 

170 

fi 

2 

69 

35S 

281 


5b 

105 

103V 

64 

?,l 

11/ 

212V 


31 

BS.1 

150V 

2TO5 

” 

1.1 

IB 

lit 


28 

7? 

114 


OH 

15 

167 

475 

3,113 

12 

387, 

IjJAh 


IS 

— 

55V 

1982 

09 

279 

3V 

343 

- 

49 

50 

— 

— 

730 

76V 

12 

114 

13 

129 

48 

41 

118 

42V 

— 

95 

41 

Z7S 

— 

17 

121 

W 

218 

16 

14.7 

2/V 

2 

52 

109 

M 

46 

69 

85 

711 

*a 

05 

IDS 

530 

3,13* 

13 

IBS 


13 

lb 

85 

7S 

7J 

mV 

i 

53 

89 

61 V 

a 

8.4 

67 

871’ 

— 

52 

79 

501, 

7JJT7 

U.4 

69 

121V 

— 

?B 

103 

is 0 

58 

11 

154 

44V 

1G 

59 

UJ 

STS 

7954 

IS 

249 

105 


— 


24 

» 

— 

5S 


1,19b 

4B 

IBS 

% 

3*7 

75 

2$ 

378 

7990 

4i 

156 

**& 

31 

7S 

I 

TsV 

» 

?t 

117 

43V 

21b 

14 

s2 

IB 

12 

45 

ioa 

111V 

mt 

44 

1112 


4335 

37 

16/ 

35^ 

T9® 

59 

t 

115 


bl 

10? 

17 

75 

- 

- 

110 

2 

41 

* 

153 

17V 

- 

04 

319 

- 

68 


6^ 

- 

55 

1U2 

a 

4 ’54 

4S 

3V 

- 

SS 

84 

XI 

19*9 

64 

18 

14flV 

2 

IS 

62 

IM 

GBO 

19 

— 

74V 

4402 

- 

IIS 

455 

4827 

14 

2ZS 

m 

— 

14 


108 1 , 

1,113 

50 


I1BV 

— 

IS 

ISS 1 

a| 

1817S 

* 1 

i 

i 

257 

4.0 

5J 

15 

14.4 

218 

Z7 V 

9 140 

64 l 

IV 

280 

- 

- 1 

iev 

1,162 

22 

05 




1ST 19 
3 1.7 - 

S 07 415 
58 15 217 
316 02 76 1 
223 13 116 
ISO - 319 
1208 0 4 51 S 

- 11 214 
628 05 70S 
221 12 252 

- 04 432 

569 13 4 

128 - - 

To a 1 4 

m 2-6 188 
-112 4 
82 


II IJ I I1J 

20 02 305 

”1ZJ 

- - 1EUJ 

33 IS 279 

- ttl 

8 75 - 

- 12 339 
H - EM 

- ao ♦ 

1,777 - - 

448 IDS - 

- 12 14 

289 OS SES 

- 5.0 105 

- 54 109 

- 49 SO-S 
W» 4J 175 

- as - 

» 11 ♦ 


m vu 

OOOi Ort WE 
US7 25 30.7 
1488 IS 26.7 

- IS - 

1, 133 - 67.1 

5558 - - 

1,188 - - 

7 IS 205 
«4 - * 

- If 342 
11 05 IBB 

- a* 20.1 

- 04 - 

1.740 - - 

!£70 04 64£ 


_ Mw* ml Mb ■*»» ta me Un»i 9 «e Sarto nttml by 
qj 39 4 nn—cUi Tim Homak*. 

- Omen, ctaakcattro are based on mao taoo ta ne ftse toami 
t " • 9 k taflcts 

A Obstag BWf-pnxs vs unwn in pence a*ea odarme ml F* FISE 
1.4 17 S IN hum comum wd ram comad n da Indtag Mm 

- HMa on Da I 5 f mp. bM rrafc pitas k or prior to 430*1 ante 

~ ~ as* n snoun. ■> nm snm nm nmd cn la San unongo 

nS S? Bum: frag SyOMi rSETS") Ngn m kM n bmd an 
Ha-dq MHnxtftaa ram am a nttig 62 wmk n 
35 - Hoang Mm» ora «nd id any axnn**fl Ml Dadas htM n* 

45 - Mar no trado an Man pfica Mg la dar or fa du a Ml 

- >54 mMM ta naa paninM tnrtn Wim Mmi hr ueipi 
jj _ BtotHfcs be mad on Lout* kutag 

- 21 S Wta* Mda av >uMd ta onns odar no B*t«, I* b 

- tafcdod Uta la ma. Prices nn hr *na d Ban taMgn 


S 


m 


hm 


!4H5 SIS 

130 31 

an i.raj 

152V K7S 
MV 7,145 

'is » 

39V 

5SV 63 


ne 

580 6 


apapii 


475 158 

% Via 

1 : 
i » 
gs **! 

721> 232 


* FT Free Annual Reports Club 





ws. 
























































































FIKANCIAX. TIMES THURSDAY MARCH 18 1999 


LONDON STOCK EXCHANGE 


Nervous profit-takers drive Footsie lower again 


MARKET REPORT 


By Steve Thompson, 

UK Stock Market Editor 

It was another unhappy day 
for London’s equity market, 
with the FTSE 100 index, rid- 
ing high at a record only a 
week ago, losing ground for 
the fourth consecutive 
session. 

Poor sentiment spread 
right across the board, with 
the mid and small caps also 
suffering at the bands of 
profit-takers who have 
become increasingly nervous 
about the market’s underly- 
ing support. 


The London market was 
hampered by Wall Street's 
skittish performance over- 
night, where the Dow Jones 
Industrial Average's trium- 
phant march through the 
10,000 barrier for the first 
time lasted only minutes, 
with the Dow sliding back to 
Close 28 points lower. 

And Wall Street gave no 
lead to global markets when 
it kicked off yesterday, the 
Dow slipping away and post- 
ing a 60-polnt fall not long 
after London closed its trad- 
ing books. 

Dealers said investors 
were keen to lock in profits 
in the UK market after its 


strong pre- and post-Budget 
performances, which took 
the FTSE 100 up to a peak of 
6,364.5; the FTSE 250 to a 
sequence of 16 straight win- 
ning performances; and the 
FTSE SmallCap to a series of 
strong gains. 

‘There didn't appear to be 
any really determined sell- 
ing but by the same token 
the buyers just held off. if 
Wall Street picks up, we’ll be 
fine; if it slides, so will we," 
said one marketmaker. 

The day's domestic eco- 
nomic news was, if anything, 
mildly positive. The minutes 
of the March meeting of the 
Bank of England’s monetary 


policy committee showed 
that members voted eight to 
one in favour of leaving 
rates on hold - WElfem Bai- 
ter voted for a 40 basis point 
reduction - but it was also 
revealed that the next move 
in UK interest rates would 
probably be down. 

Unemployment in the UK 
in February rose by 4.300, 
against a neutral forecast, 
while average earnings came 
in at plus A3 per cent in the 
year to December, down 
from a November figure of 
•L5 per cent 

Commenting on the data 
Paul Mortimer-Lee at Pari- 
bas said: “Overall a good set 


of data, showing the labour 
market softening. There is 
no impediment to further 
rate cuts - we expect to see 
a 25 basis points cut in 
April." 

The FTSE 100 index fin- 
ished 61.3 down at 6.140.6, 
having dropped 92.2 to 
6,109.7 at the day's worst 
level, in mid-morning. 

And the FTSE 250 closed 
34.4 off at 5.485.3, only just 
short of its lowest of the day. 
5.480.9. reached in mid- 
morning. Tbe FTSE Small- 
Cap made early progress, 
edging ahead to 2^77.2, but 
later drifted away to close a 
net 0.9 off at 2,379.9. 


FTSE All-Share index 


Turnover in equities 
reached Ll bn sh ares by the 
fipm count FTSE 100 stocks 
accounted for just over half 
the overall total. 

Around the market sectors 
there were some strong per- 
formers, with the internet 
joint venture promoting 
Strong support for Daily Mail 
and General Trust and Dix- 
ons. The heavily-weighted 
oil stocks performed well. 

But some of the stocks 
reporting results drew a dis- 
appointing response despite 
producing profits that were 
op to scratch. Smiths Indus- 
tries took a pasting, sliding 
10 per cent. 
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Zeneca 
outshines 
its rivals 

COMP^IESREPORT 
By Peter John, Martin Brice 
and Simon Bemhott 

Zeneca performed strongly, 
while rival pharmaceutical 
groups fell as dealers 
responded to the weighting 
pressure ahead of the merger 
with Astra of Sweden. 

Zeneca expects to have 
unconditional acceptances 
for the merger by the end of 
the month and hopes the 
deal will go live on April 6. 

Investors will then need to 
buy heavily just to establish 
a weighting that reflects its 
new market capitalisation. 

Zeneca said: “We are 
talking about several tens of 
mini ons of shares." The final 
figure might be as high as 
100m. 

Active funds can choose to 
remain underweight but are 
unlikely to do so. More sig- 
nificantly. about a fifth or 
the UK institutions are 
tracker funds that must get 
an appropriate bolding but 
cannot begin to adjust their 
portfolios until just before 
the merger is complete. 
Zeneca ended up 64 at £25.20 
while Glaxo Wellcome fell 29 
to £19.47 and SnuibKline 
Beecham 6% to 823 l . : p. 

ICI climbed 231* to 572p. 
the best percentage gain in 
the Footsie, as one US buyer 
set the tone for the day with 


a big overnight order. 

A block of 3.4m shares was 
taken out of the market and 
the appetite for stock sharp- 
ened shortly afterwards as 
Brendan O'Neill, ICTs chief 
executive designate, outlined 
the group policy at a chemi- 
cals conference hosted by 
Bank Julius Baer. 

The subsequent squeeze 
was enough to revive the 
shares at a time when deal- 
ers are hunting for cyclical 
stocks in the belief that an 
economic soft landing is 
more likely than recession. 

There were also vague 
rumours that ICI, which has 
debt of more than £4bn, is 
poised to make a disposal. In 


FT 30 INDEX 


February, ICI said it was still 
considering the sale or flota- 
tion of its titanium dioxide 
business. But analysts said 
there was no reason to 
believe a sale was imminent 

The first positive comment 
in five years on food retailer 
J Sainsbury from long-time 
bear on the stock Dresdner 
Kleinwort Benson prompted 
the silanes to advance amid 
heavy volume. 

The stock touched 580p 
late last year but has fallen 
since then to close last night 
at 355 hp. up 6% on tbe day 
as lOzn changed hands. 

Moving from "reduce" to 
“add", analyst Simon Dunn 
said: “The scope for 
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enhancement of shareholder 
value is significant enough 
to prompt a change of 
stance." 

BP Amoco and Shell 
Transport rose on the back 
of a firmer oil price and data 
showing a bigger-than- 
expected drop in American 
oil inventories. 

BP Amoco climbed 3H* to 
£10.01 while Shell rose y 3 , to 
397p. Brent crude nudged 
above $13.00 per barrel for 
tbe first time in almost six 
months. 

American Petroleum Insti- 
tute data showed a high drop 
in inventory - of refined prod- 
ucts and were taken to be 
bullish overall despite a rise 
in crude stocks. Dealers said 
hopes were growing that 
crude prices had finally bot- 
tomed out. 

Sentiment was bolstered 
further when the Saudi state 
oil company confirmed the 
country had agreed to 
reduce supply by 5S5.000 bar- 
rels a day under the Hague 
pact forged last week. 

BT Alex Brown, the lead- 
ing UK bull in the sector, 
has just published a two- 
volume overview of the sec- 
tor in which it reinforces its 
underlying oil price forecast 


of $16 a bam*! by the end of 
the year and $18 in the 
medium term. 

Exploration and produc- 
tion stocks were also slightly 
firmer. Enterprise lifted ll'« 
to 312?ip and Lasmo 4 to 
I34'.:p. British-Born eo was 
helped by news of a gas and 
oil find in the North Sea but 
investors were ud willing to 
deal ahead of full-year fig- 
ures from the group today 
and the shares eased a 
penny to 137 l, *p. 

Internet fever swept 
through Daily Mail & Gen- 
eral Trust, shunting tbe 
shares up 127 to £3230. A 
subsidiary of the newspaper 
group announced an "exten- 
sive" programming agree 
meat with Dixons, the 
retailer that offers free 
access to the Internet. Dix- 
ons was up 37 at £12-90!:. 

Smiths slips 

Smiths Industries was off 
10 per cent or I06 l i at 953p 
after results 4 per cent below 
consensus forecasts. 

Analysts said the stock 
was ripe for profit-taking 
because it has risen about 25 
per cent in the past six 
weeks. Sentiment bad been 
damped by a slowing in the 
industrial and medical sides, 
while much of the growth 
came from the aerospace 
cycle which was widely seen 
as set to enter a downturn. 

Tradere said the figures 
prompted a slight easing in 
profit forecasts, by about 
£3m to £235m for this year 
and £6m to £252m for next. 


But investor nervousness on 
cyclical stocks was demon- 
strated by tbe strong share 
price reaction to the down- 
grades. 

Football shares were down 
across tbe board on press 
reports that the Monopolies 
and Mergers Commission 
could have blocked BSkyB, 
down 7S; to 542‘ ip on a vol- 
ume of 5m. from buying 
Manchester United, down 21 
to 219p. 

One analyst said tbe 
article bad “put the cat 
among the pigeons'. How- 
ever. Vi nay Bedj of Wise 
Speke said: “In spite of these 
reports, we struggle to see 
why the bid should not he 
given the go-ahead, although 
ire accept the MMC might 
have asked for certain provi- 
sos." 

Analysts said falls in 
Leeds Sporting, down 2 1 * to 
21* »p. Aston Villa, down 17'.- 
to 540p. Newcastle United, 
down 5 to 90p. and Chelsea 
Village, down 5 1 : to 79* sp. 
did not reflect their individ- 
ual circumstances. 

Devro suffered the worst 
performance in the market 
as the sausage-skin maker 
issued its fourth profit warn- 
ing in the past year along- 
side a set of poor results. 
The stock was off almost 22 
per cent, or 40 at 143 : : p. The 
stock has fallen from a peak 
of 545p last year. 

The figures were not out- 
of-line with expectations 
that had been damped by the 
last profits warning. But the 
damage was done by Devro's 
warning that volumes and 
pricing were still under pres- 
sure because global slow- 
down had led to a glut in 
sausage casings. 

The 5 per cent fall by 
Northern Foods was attri- 
buted to concerns that it 
might consider entering the 
fray for Terranova, which 
stayed well above the 125p 
offered by Unigate. 

While Terranova gained 
2 1 * at 137p, Unigate was up 
6'-i at 417p and Northern fell 
6 to 110p- 
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FINANCIAL TIMES THURSDAY MARCH 18 1999 


STOCK 



MARKETS 



Bourses suffer anti-climax after US record 


market focus 


WORLD OVERVIEW 


There nasi an element of 
"the morning after the night 
before" on stock markets 
yesterday with investors 
apparently suffering a sense 
of anti -climax following the 
brief foray of the Dow Janes 
industrial Average above the 
10.000 level, writes Philip 
Cogfftm. 

The failure of the Dow, on 
Tuesday at least, to close 
above 10.000 means that the 
Asian and European mar- 


kets did not start the day 
with much momentum, 
although the Nikkei 225 
average continued Its recov- 
ery by consolidating Its posi- 
tion above 16,000. 

Robin Aspinall of National 
Australia Bank says: “The 
Nikkei has risen by about 15 
per cent in the Iasi couple of 
weeks. The reason? The 
weight of foreign buying. On 
every other occasion when 
Japanese equities have been 
buoyed by foreign buying, It 
has been met and eventually 


overwhelmed by domestic 
sellng. 

“This time round it Is a bit 
different in that the scale of 
potential selling is so much 
bigger: perhaps a third of the 
market's capitalisation is in 
cross-holdings that must be 
unwound.” 

European markets started 
In a rather sluggish fashion 
and failed to make much 
progress during the day. 

The monthly economic 
report of the German finance 
ministry indicated that there 


was no sign of an early eco- 
nomic pick-up. But hopes 
were not hi(£i that the Euro- 
pean central bank, which 
meets today, would cut 
interest rates. 

The irony is that Ger- 
many, which was in the van- 
guard of those pushing for a 
single currency, now finds it 
cannot take action to revive 
its economy because rate 
cots are not seen as appro- 
priate for the rest of the 
euro-zone. 

Merrill Lynch describes 


Germany as "the sick man of 
Europe" saying the economy 
is in “a vicious circle In 
which excessive payroll 
taxes cause higher unem- 
ployment; higher welfare 
costs then lead to a further 
rise in payroll taxes and 
unemployment". 

Finally. Wall Street 
showed little sign of mount- 
ing a renewed assault on 
10.000 when it opened for 
trading with the Dow falling 
more than so points by mid- 
morning. 


European investors still 
find it hard to muster the 
same enthusiasm for US 
equities as their American 
counterparts. 

Nigel Richardson, chief 
investment strategist at Axa 
investment managers, is 
overweight equities relative 
to bonds because he believes 
the world will enjoy a soft 
economic landing this year. 
However, he is underweight 
the US where valuations 
have become stretched and 
the situation looks fragile. 


Oslo climbs out 
of cold storage 
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Dow drops 
below 9,900 
as banks sold 


Dax surge runs out of steam 


EUROPE 


AMERICAS 


Only a day after its brief 
foray above the 10,000 level, 
the Dow Jones Industrial 
Average had fallen back 
below 9,900 by midday, drag- 
ging the broader market 
with it, writes John Lobate in 
New York. 

Investors remained more 
interested in lacking in 
profits than In re- testing the 
new milestone in the mar- 
ket. Declining shares out- 
numbered advancers on the 
New York Stock Exchange 
by a margin of 17 to 10. 

By early afternoon the 
Dow had lost 56.34 or 0.6 per 
cent at 9.874.13 and the 
broader Standard & Poor's 
500 index was down 11.86 or 
0.9 per cent to 1.294-52. 

US Treasury prices also 
fell back in early trading, 
sending the yield of the 
30-year bond back above 5.5 
per cent. 

Financial shares, includ- 
ing brokers and banks, were 
among the most heavily sold 
shares after a series of 
strong rises. In the Dow, 
Citigroup fell Sift to I68U 
and American Express lost 
$2ft to S121. 

Most cyclical Dow shares 
were down, including Allied 
Signal, off Sift to S44|i. and 
Minnesota Mining ft Manu- 
facturing, off $2 l /« at $76ft. 

But Caterpillar shares ral- 
lied, up more than 6 per cent 
at $46% after analysts at 
Salomon Smith Barney 
raised it to “buy” from 
"neutral". 

In the brokerage sector, 
shares of Donaldson. Lufkin 
& Jenrette were down $3ft or 
more than 5 per cent at $65 '-i 
after the company 
announced plans to launch a 
tracking stock for its online 
division. D LJ direct. 

Transport shares were also 


mostly down on the day, but 
Airborne Freight climbed $% 
to $31 IS after Paine Webber 
raised the stock to a "buy" 
rating. 

Sonat dropped $ft to $28ft 
after CS First Boston down- 
graded the shares to a 
"hold". Sonat this week 
agreed to a takeover by El 
Paso Energy. 

Retailing shares were 
mostly lower, Including 
Saks, down 6 per cent or $1% 
to 827 a day after issuing its 
quarterly results. 

But restaurant company 
Wendy's climbed 6.4 per cent 
to $29 after it said it would 
top expectations for Its forth- 
coming earnings. 

TORONTO was weak at 
midsession, taking its lead 
from Wall Street. The 
TSE-300 composite index was 
26.82 lower by early after- 
noon at 6,593.00 in volume of 
33.8m shares. 

The market opened flat, 
with eight of the market’s 14 
sub-indices higher, led by a 
l.l per cent rise in the gold 
and precious minerals index. 

In the gold group. Teck 
was 25 cents higher at 
C$11.25 but Placer Dome 
turned back from an early 
high of C$18.30 to trade 20 
cents weaker at C$17.80. 

Financials were weaker 
from the start. By midses- 
sion. Canadian Imperial 
Bank of Commerce was trad- 
ing 80 cents lower at C$38.86. 

Software maker Corel was 
halted in both Toronto and 
on the US Nasdaq market 
after tumbling in morning 
trade. 

Before the halt, Corel fell 
C$1 to CS5 in volume of more 
than 500,000 shares. Analysts 
noted that the Ottawa-based 
Corel was due to report 
results soon for Its first 
quarter which ended in 
February. 


Shares in FRANKFURT 
paused for breath after the 
three-session surge that fol- 
lowed the resignation of 
Oskar Lafontaine, the Ger- 
man finance minister, and 
the Xetra Dax index lost 
28.34 to 5,062.59. 

Siemens put on 70 cents to 
€61.29 after the industrial 
giant said its semiconductor 
earnings had improved sig- 
nificantly and that its semi- 
conductor operations would 
become a separate company 
from April 1. 

BMW climbed €16.50 to 
€623 ahead of results due 
today. DaimlerChrysler lost 
€1.40 to €84.31 on profit- 
taking after recent gains. 


Sh*BprtCe(9 


Lufthansa 

Share price (€) 


Renault 
Share price® 


125 

.C 

A 

n 

115 


JTi 

110 

105 



1 

100 , 

r i 


21.0 


20.Q 


OX. 



110 


18-0 


Jan 1999 Ur 
Seim QSUhaaMt 


Jan . 1999 Mar Jan 1999 Mar 


The FTSE Eurotop 300 index fell 
9.40 or 0.75 per cent to 
1,24686. See Euro Prtcee page. 


Sao Paulo weakened 
by fresh profit-taking 


SAO PAULO marked time, 
putting an end to a two-day 
rally that took the market to 
a seven-and-a-balf month 
high. The Bovespa index was 
trading 0.8 per cent lower at 
midsesslon, weakened by a 
fresh bout of profit-taking. 

The central bank unsettled 
investors on Monday when it 
reported its sharpest drop in 
foreign reserves since It 
began publishing the figures 
early last month. Reserves 


were down $498m to $34.64bn 
since the beginning of Feb- 
ruary. 

MEXICO CITY tracked 
neighbouring markets, tak- 
ing a turn south after two 
weeks of rising prices. The 
IPC index was 1.3 per cent 
lower after a hesitant start 
despite heavy volumes. 

Traders blamed the pause 
on profit-taking and said 
they expected prices to rally 
later in the week. 


Lufthansa put on €1.10 to 
€21.60 after being named by 
a Thai government official 
as one of at least three big 
suitors expected to bid far a 
stake in that country's air- 
line. 

Dresdner lost €1.75 to 
€38.05 on profit-taking after 
recent strength on the back 
of BNP's bid for Soci6t6 
G€n6rale and Paribas. 

Insurer AMB jumped to a 
high of €114 as Morgan Stan- 
ley Dean Witter raised its 
recommendation to a strong 
buy. The share pulled back 
to close €3.05 higher at €108. 

PARIS ended a uninspir- 
ing day 0.4 per cent lower 
after an early tell on Wall 
Street sent the CAC-40 Into 
the red. The blue-chip index 
closed 1684 off to 4,170.01. 

Renault tumbled €2.07 or 
68 per cent to €31.40 after it 
said late on Tuesday that it 
would seek a 35 per cent 
stake in Nissan. Rival Peug- 
eot also eased, losing €3 to 
€13580. 

Air Liquide fell back €7 or 
5 per cent to €134, more than 
paring its gain on Tuesday. 

High-tech shares turned in 
a good performance, with 
Cap Gemini up €4.10 to 
€14680 and STMicroelectron- 
lcs posting a hefty €4.70 gain 
to €88.70 after Merrill Lynch 
upgraded its recommenda- 
tion for the stock. 

A positive strategy meet- 
ing with analysts on Tues- 
day and robust oil prices 


helped Elf- Aquitaine to move 
€5 ahead to €121.60. 

Axa added €2 to €12880 on 
expectations the insurer will 
post sharply higher profits 
when it reports today. 

AMSTERDAM ended a 
shade lower after the AEX 
index failed to breach resis- 
tance at 543, retreating 0.67 
to 53987 in late trading. 

KPN Telecom NV closed 
€2.95 or 78 per cent lower to 
€37.50 after posting positive 
1998 results, but saying the 
outlook for 1999 had dark- 
ened, blaming measures by 
the Dutch telecom regulator. 

Disappointing 1998 results 
also hit packaging company 
Van Leer, down €1.30 to €16. 
and publisher VNU, off €1 to 
€3680. 

But Philips rose for the 
seventh day running to close 
€1.60 higher at €71.75. hit- 
ting an 8-montb high. 

ZURICH edged ahead in a 
mostly quiet, directionless 
session which left the SMI 
index 128 ahead at 7.2318. 

There was. however, 
action to be found in Novar- 
tis, which slumped 2 per 
cent, and in CS Group. Swiss 
Life and Sulzer which all 
pasted clear gains. 

Novartis continued to lose 
ground, down SFr54 to 
SFr2,480 In response to 
downgrades following Its 
1998 results on Tuesday and 
a poorly received presenta- 
tion to analysts. In contrast, 
Roche certificates put on 
SFrl54 to SFrI8.070. 

Swiss Life was a strong 
performer, adding SFr37 to 
SFr996 on news that most of 
UBS's old 25 per cent stake 
In Switzerland's largest life 
insurer had already been 
placed with a variety of 
institutional investors. 


A spokesman declined to 
comment on an unconfirmed 
news report that Swedish 
insurance group Skandia 
may be considering a bid for 
Swiss Life. 

Sulzer. which posted a 
sharp rise on Tuesday after 
chief executive officer Fritz 
Fahrni resigned, added 
another SFrl9 to SFi963 . 

CS Group rose SFr8 to 
SFr2B7. adding to the gains 
that followed Tuesday's 
results. 

Ascom. the telecoms 
group. Jumped SFr2Q5 or 8.5 
per cent to SFr2.600 on a 
report that It would co- 
operate with Germany's Sie- 
mens to develop powerline 
communications. 

Ascom shares shot up last 
week on news that It and 
German utility RWE had 
made a breakthrough on 
ways to communicate via 
power lines. 


Holderbank gained 
strength on the back of sev- 
eral recommendations. The 
cement group added SFr64 to 
SFrl862. 

MADRID was dragged 
down by weakness in bank 
issues. The general index 
conceded 7.45 or 08 per cent 
to 69784. 

Banks came under pres- 
sure after Argentarta and 
BBV denied they had plans 
for a merger. 

Both banks retreated 2.1 
per cent with BBV shedding 
30 cents to €14.13 while 
Argentina lost 49 cents to 
€22.97. Banco Santander was 
down 35 cents to €1881 and 
BCH fell 22 cents to €1187. 
Banco Popular and Bankin- 
ter also posted losses. 

HELSINKI underper- 
formed the rest of Europe, 
with an early fall on Wall 
Street weighing on senti- 
ment. The HEX index gave 
up 70.14 or l.ll per cent to 
6,254.67. 

Ferry operator Neptun 
Maritime lost some of its 
sharp Tuesday gains, ending 
12 cents or 48 per cent off at 
€2.36. posting one of the 
worst performances in 
Europe. 

Insurer Pohjola added 
€1.40 to €54 on speculation 
that Britain’s Royal ft Sun 
was considering bidding for 
a 25 per cent stake in the 
group. 


Written and edited by Michael 
Morgan, Bertrand Benoit, Pater 
Han and HBcota Wilson 


The ooM snap that gripped 
the Oslo Total index for 
most of last year - making it 
one of Europe’s worst per- 
forming equity markets - 
has begun to thaw, with 
signs of fresh growth emerg- 
ing in some of Norway's 
moat heavily traded stocks. 

So far this year, the index 
has proved the fifth largest 
climber among leading inter- 
national indices, rising 
almost 12 per cent as the 
market welcomed two inter- 
est rate cuts and a modest 
rise in crude oil prices. 

Despite the rebound, Oslo 
remains overexposed to the 
highly cyclical oil and ship- 
ping Industries, while on- 
shore manufac turing indus- 
try has felled to sparkle. 

“Growth companies are 
not growing fast enough, 
manufacturing companies 
saw declining profits and 
companies that delivered 
good performances In 1998 
are warning of dark clouds 
on the horizon," said the lat- 
est monthly bulletin from 
the stock exchange. 

So are the recent share 
price rises justified, particu- 
larly given the sharp slow- 
down in the economy and 
Interest rales that remain 
far above most other west- 
ern European economies? 

The growth In some stocks 
may underline their volatil- 
ity In a thinly-traded mar- 
ket; the all-share index fell 
4.5 per cent In February, 
after reversing some of last 
year's losses with a 9.5 per 
cent gain In January. 

But while it is far from 
certain that equity gains 
seen this month will stick, 
signs of a stabilising oil 
mice at about $12 per barrel 
- against $10 in February - 
have helped to revive oil- 
related and offshore stocks. 

This month. Saga Petro- 
leum, the country's largest 
Independent oil producer, 
has posted a 12 per cent 
gain. 

And smaller offshore com- 
panies. Including TGS Nopec 
Geophysical. Petroleum Geo- 
Services and Stolt Comex 
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have also 


Seaway, 
rebounded. 

After a miserable Febru- 
ary, the country's two larg- 
est lenders Den norske Bank 
and Christiania have 
regained some ground. This 
month's cut in interest rates 
on deposit and overnight 
loans to 7 per cent and 9 per 
cent respectively helped 
spark interest in the finan- 
cial index, which fell 58 per 
cent Is February. 

Christiania has risen 7.3 
per cent in the past week 
and DnB by 7.7 per cent. 
And expectations that rates 
could fell to 6 per cent in the 
summer and 4.5 per cent by 
the end of the year could 
prompt further interest in 
bank stocks, as should con- 
tinued merger and acquisi- 
tion activity. 

But the all-share index 
may yet be dragged down by 
weakness in consumer 
stocks such as Orkla, the 
food and drinks group. A 
decline in consumer confi- 
dence and weak growth pros- 
pects have contributed to 
Orkla shares falling almost 8 
per cent over the past week. 

Such uncertainties could 
overshadow the signs of 
recovery In the Total index. 
It would only take an unex- 
pected dip in the oil price or 
the absence of farther bold 
interest rate cuts to put the 
market back into cold 
storage. 


Tim Bart 


Jo’burg claws back losses 


SOUTH AFRICA 


Johannesburg edged ahead 
at the end of a day that saw 
record 1999 turnover as the 
market geared up for today's 
futures closeout. 

After spending much of 
the session in negative terri- 


tory. the overall index 
clawed its way to a positive 
close, gaining 148 to 6,5198. 
Turnover was R2.3bn com- 
pared with the previous high 
of R2.1bu on January 13. 

Industrials rose 32.1 to 
7883.4 but golds last 58 to 
930.8. 


Wall St gains inspire Tokyo 


ASIA PACIFIC 


Bargain-hunters turned out 
in force to keep TOKYO at a 
seven-month high as Wall 
Street’s brief overnight foray 
above the 10,000 level 
Inspired investors, Reuter 
reports. 

The Nikkei 225 Average 
closed 19589 or 18 per cent 
higher at 16268.11. its best 
finish since July 31 last year. 

Strategists said they 
expected the market to make 
more headway, while digest- 
ing profit-taking at the same 
time. Investors were likely 
to want to raise their weight- 
ing in Japanese stocks which 
still looked cheap compared 
with shares in Europe and 
the US. 

A total of 1.2bn shares 
changed hands on the first 
section of the Tokyo 
exchange, up from l.lbn on 
Tuesday. Broader indices 
were also higher. The Topix 
index of all first-section 
shares was up 1980 or l.G 
per cent at 1860.09 while the 
Nikkei 300 Index was 4.41 or 
1.8 per cent higher at 253.74. 
Advancing issues outpaced 
dec liners 701 to 497, with 127 
unchanged. 

Nissan Motor gave up Y8 
or 1.7 per cent at Y465 as 
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investors were unimpressed 
with a bid for a stake in the 
company from Renault. 

Telecommunications 
stocks gained after news 
that NTT Data Corp would 
be Included in the Nikkei 225 
average from March 25. 

NTT Data rallied Y61.000 
or 88 per cent to Y806.000 
and NTT Mobile Communi- 
cations Network Y1 60,000 or 
3 per cent to Y5.450.000. 

Nippon Telegraph and 
Telephone rose Y30.000 or 2.7 
per cent to YI.150.000 in 
spite of news that Japan's 
finance ministry planned to 
sell its lm NTT shares. 

Clarion, the car audio 


equipment maker which will 
also be included in the 225 
average, was Y35 or 7.6 per 
cent higher at Y495. 

JAKARTA was dominated 
by foreign demand for blue 
chips as the announcement 
of a new letter of intent with 
the IMF. coupled with recent 
banking reforms, helped to 
lift sentiment. The compos- 
ite index dosed up 8.43 or 2SL 
per cent higher at 387.88. 

Among stocks in demand, 
Telkom, also listed in New 
York, put on Rp75 to 
Rp2875. Pulp paper company 
It) dab Kiat was up Rpi25 at 
Rp2.275 while International 
telecom firm Indosat rose 
Rpl75 to Rpl2,075 rupiah. 

SINGAPORE ended 18 per 
cent lower, with the Straits 
Times index shedding 19-38 
to 1,470.16, dented by adverse 
company news. 

DBS Land fell 15 cents to 
SS2.29 after announcing a 
S$239m loss and substantial 
provisions for investment 

United Industrial Corp 
topped the list of active 
stocks, boosted by specula- 
tion that it could become a 
takeover target, uic added 3 
cents to SO cents. 

TAIPEI continued to bene- 
fit from sustained buying by 
foreign equity funds, with 


the weighted Index passing 
the 6,700 mark to end 84.84 
or 1.27 per cent higher at 
6.575.07 despite late profit- 
taking. 

Electronics stock remained 
ahead of the pack, with the 
sectoral index adding 18 per 
cent, up 7.2 per cent on the 
week. Microchip giant 
Taiwan Semiconductor 
soared TS5 to T$l05. 

BOMBAY gave up 1.9 per 
cent as investors booked 
profits in several sectors 
including pharmaceuticals 
and software. The BSE 30 
index finished 70.44 lower at 
3,673.74 as investors also 
squared positions ahead of a 
local holiday today. 

HONG KONG made 
another bull run at the 
11.000 level on the Hang 
Seng index but the market 
ran out of energy and the 
blue-chip index finished 
28.82 ahead at a 1999 high of 
10.W0.07. 

SYDNEY called a halt after 
three straight days of record 
highs, and the All Ordinaries 
index closed 14.4 weaker at 
2877.8. 

KUALA LUMPUR'S com- 
posite index hit a fresh 1999 
intraday low of 502-50 but 
bounced back to finish 0.05 
easier at 51185. 
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Rockwell's call centre technology is helping 
Hertz drive its car rental business forward. 
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SECTION 2 


Sector enjoys its most successful year 


But despite all the good news of 1 998, there may be trouble ahead for many incumbent operators. Prices are falling rapidly and there is significant excess capacity 

The European telecom- ^ .*•«*.. ”.*v& meat in U 

mu meat io ns sector enjoyed 
perhaps its best -ever year in 


European Telecommunications 


m 


1996- A period which started 
with the full liberalisation of 
most of the leading continen- 
tal markets ended with 
stocks trading at an all-time 
high, fuelled by the explo- 
sive growth of mobile. Inter- 
net and other data services 
which helped to produce an 
unprecedented wave of 
mergers and acquisitions. 

But not every company in 
the sector can look forward 
to a rosy future. Many 
incumbent operators, faced 
by an array of new rivals 
supported by generally pro- 
competitive regulatory poli- 
cies. are losing market share 
more quickly than expected. 
Prices are being driven rap- 
idly dow nhill 

This trend is being acceler- ' 
ated by a wave of invest- 
ment in new networks; allied . 
to a switch to more efficient 
technologies, which is produ- 
cing excess capacity. Provid-. 
ers of telecoms services are ; 
thus being forced to find 
new ways of generating reve- 
nues while at the same time 
cutting costs. Not all of them 
will survive. 

The overall . size of the 
European market is growing 
at about 8 per cent a year, 
according to Commerzbank, 
the German investment 
bank, reflecting the fact that 
retail spending on telecoms . 
is accounting Tor a growing 
proportion of gross domestic 
product 

The bank predicts that tbe 
value of the top six territo- 
ries - tbe UK, Germany. 
France, Italy. Spain and tbe 
Netherlands - will grow- 
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Tbe share .. taken by 
advanced services will rise 
horn 14 per cent to 19 per 
cent. Tbe contribution from 
basic telephone services will 
drop from 60 per cent, to 40 
per cent 

Tbe increase in mobile 
revenues is being driven by 
the seemingly inexorable 


the population.' Analysts 
expect these figures to dou- 
ble by the end of next year. 

Tbe number of western 
European PCs connected to 
tbe Internet is also rising 
strongly. Last year, Data- 
quest Europe forecast that 
the total would rise from 
13m to 21m during the 
course of 1998,. and would 


id the ..rise rn the n umb er of mobile eourse of 1998, and would 
grow- subscribers. Last year, tbe . reach 6Bm by the end of 2002. 
>7 to western European total grew But basic telephone reve- 


from $129 bn in 1997 to ■■ western European total grew 
$246bn in 2005. Much of -this - by 67 per. cent to reach 92m. 


expansion will come from 
mobile services which .arq 
forecast to account for 34 per- 
cent of the total in 2005. up 


according Ip the FT’S Mobile 
Communications -newsletter. 
This month, the total is 
expected to top 100m. equiv- 


nues are increasingly only 
slowly.. While call volumes 
are rising, tbe effect is being 
largely cancelled out •by- 
reductions in tariffs. - 


shifting pattern of revenues, 
the main beneficiaries of the 
expansion of the European 
market are likely to be the 
new entrants Including com- 
panies such as Mannesman!) 
of- Germany and Vodafone 
and Cable & Wireless Com- 
munications of tbe UK. Com- 
merzbank predicts that then- 
combined revenues will 
grow from $16bn in 1997 to 
S96bn by 2005. Incumbent 
operators will see a much 
less spectacular rise from 
$113bn to $150bn. 

One of the main problems 
for tbe incumbents is tbe 


market share. In the UK.- over Deutsche Telekom's 
where basic competition was network, thus allowing these 
introduced in 1984, it has companies to undercut the 
taken 14 years for BTs share national carrier's retail 
of tbe fixed market to drop prices by significant 
below 70 per cent hi conti- amounts, 
cental European markets At the start of this year 
this process is happening Deutsche Telekom -fought 
much more rapidly. back by . cutting • its 

In Germany. Deutsche long-distance and interna- 
Telekom has already lost up tional call charges by mure 
to 30 per cent of the than 50 per-cent- But this 
long-distance market, move has prompted fears 
according to some estimates, about . the company's 
This is largely because the . long-term profitability, 
national regulator decided ". Prices are -also under pres- 
tbat new entrants should • sure because of technologi- 
pay a relatively low inter- cal change. The rise in the 
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caused by the rapid growth 
of the Internet, is pushing 
operators to invest large 
sums in networks based on 
packet-switching technolo- 
gies, which can carry traffic 
much more cheaply than the 
traditional circuit-switched 
systems because they are Ear 
more efficient. Gemini Con- 
sulting calculates that tbe 
cost of sending 650 mega- 
bytes of data from New York 
to London is only $1.98 using 
an Internet Protocol (IP) 
based network, compared 
with $27-08 using the public 
switched telephone network. 

Gemini argues that invest- 


ment in these more efficient 
technologies could cut opera- 
tors’ cost bases by 80 per 

cent to 90 per cent and trig- 
ger a fundamental shift in 
market economics. This 
presents a significant oppor- 
tunity to the newer opera- 
tors. which, unlike the 
incumbents, do not have a 
lot of investment tied up in 
old networks. 

At the same time, the 
scale of development is 
quickly leading to tbe cre- 
ation of a significant degree 
of excess capacity. For exam- 
ple, more than a dozen 
groups are already building 
high-capacity pan-European 
networks including BT. the 
Deutsche Telekom-France 
Telecom alliance, MCI 
WorldCom, Colt, Level 3, 
KPNQwest. GTS-Esprit. 
Global Crossing and Tele- 
monde. This process is likely 
to fuel a period of consolida- 
tion which will see the with- 
drawal or death of some of 
tbe weaker operators, partic- 
ularly among the later 
entrants, and continued 
merger activity among the 
remainder. 

Gemini argues that this is 
part of a worldwide trend in 
which the surviving opera- 
tors will be driven to make 
acquisitions in order to 
increase their geographic 
base, to enter new services 
or to broaden their skills 
base. 

Already this year, Voda- 
fone has taken over Air- 
Touch in a deal driven pri- 
marily by Vodafone's desire 
to acquire AirTouch's Euro- 
pean cellular interests and a 
merger agreement has been 
struck between Telia and 
Telenor. the national carri- 
ers of Sweden and Norway. 
Similar transactions are sure 
to be in the pipeline. 

The author is the editor of FT 
Telecoms Markets and FT 
Mobile Communications. 
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We have Customer Service Centres 


located around the world. Which means that 
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wherever in the world our customers 


are and whatever their problem might be. 


we make sure that they*!! be able to speak to 
someone in their own language. 
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It’s for reasons like this that we created 


Cable & Wireless Global Businesses. 


A genuine response to our customers’ needs, 






..k means we can deliver.the world-wide reach 


they demand arid guarantee network reliability. 
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Cable & Wireless is one of the world’s largest 


carriers of international traffic. 


We want to lead the world in integrated 


communications. 


If anyone can do it Cable & Wireless can. 


And will. 






















For more infonnacion please call; 

■►44(0) 171 315 6196 
www.cablewlreless.com 
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FT TELECOMS 14 REGIONAL FOCUS: EUROPE 


FRANCE by David Owen in Paris 



Is this finally the end of 
regulation as we know it? 

As the distinctions between telecoms, information processing and entertainment 
disappear it may be time to let the dynamics of the market take over 



Has tbe time come to take a 
back seat on telecommunica- 
tions regulation? There are 
now hundreds of carriers in 
the UK offering all types of 
services from plain old tele- 
phone calls to satellite up- 
links. Can tbe market now 
take care of itself? 

Not only is the competitive 
situation transformed from 
that of a virtual monopoly 
when the Office of Telecom- 
munications was created in 
1985, but the pace of change 
has accelerated to a dizzying 
speed. Mobile communica- 
tions just a few years ago 
was seen as a premium and 
specialist service. Now most 
in the industry are con- 
vinced that the mobile 
phone will soon be most 
people's primary phone. 

The Internet, which was a 
word few people outside of 
academic or computing cir- 
cles would have even recog- 
nised when Oftel was born, 
has now created, as though 
from nowhere, some 10m 
users in the UK alone. And 
its impact is only just begin- 
ning to be felL 

The distinctions between 
telecoms, information pro- 
cessing and entertainment 
are breaking down as digital 
technology permeates ail 
three sectors. 

Computers can now be 
used to make cheap 
long-distance voice calls. 
The Internet means that 
what may appear to be a 
local task performed on a 
computer right in front of 
you, may actually be enacted 
on an anonymous computer 
in a different country on a 
different continent. And the 
cable laid to connect your 
phone to the outside world 
could also be used to bring 
television, radio, computer 
games or video-on-demand to 
your home. 

There is also a pan-Euro- 
pean dimension to be taken 
into account. Operators in 
the telecoms industry - both 
on the supply and the user 
sides - could well have 
operations in more than one 
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European Union country. In 
a Single Market they have a 
right to expect similar regu- 
latory conditions to exist in 
each EU country. Certainly, 
they should not feel that 
indigenous companies have 
.any sort of regulatory advan- 
tage over those from other 
EU countries. 

There might be a tempta- 
tion in some quarters to give 
up on what at times must 
appear to be vain human 
attempts to control telecom- 
munications and let the 
dynamics of the market take 
over. 

Anne Lambert, director of 
operations at Oftel. has set 
out a few principles which 
she thinks should underlie 
future regulation: 

• Don't regulate unneces- 
sarily; 

• Be neutral on technology: 

• Have a flexible adaptable 
framework; 

• Have national regulators; 

• Have independent regula- 
tors; 

• Have coherency and con- 
sistency across all markets; 
and 

• Rely on general law where 
possible. 

■The regulator is not there 
simply to perpetuate- its own 
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existence,” notes Ms Lam- 
bert. “Regulators should 
only be active where there is 
a good reason.” She believes 
that heavy-handed regula- 
tion, far from oiling the 
wheels of the market, can 
wreck it. The view is shared 
by many in the industry. For 
many years BT has been 
arguing for more of the regu- 
latory burden to be placed 
on the market. And increas- 
ingly so too are its competi- 
tors. 

“Regulatory intervention 
generally tends to be a dis- 
tortion of the market. It tries 
to mirror the market but 
cannot do so.” notes Emm a 
Gflthorpe. director of regula- 
tory affairs at Cable & Wire- 
less Communications. 

“It’s a question of deciding 
what constitutes a necessary 
level of intervention. And 
that's very difficult to do.” 

Ms Gilthorpe sees a con- 
tinuing need for asymmetric 
regulation of dominant oper- 
ators - special conditions for 
BT in local loop, for exam- 
ple. She sees the regulation 
of interconnection condi- 
tions as continuing to be 
necessary for competitive- 
ness. Jo Upford, bead of reg- 
ulatory affairs at Energis. 


broadly agrees. “In general, 
the need for regulation Is 
diminishing. It now needs to 
focus more on bottlenecks 
such as local access. It's 
Important to understand 
who does have power in the 
various markets,” she says. 

Ms Upford believes that 
there should be more formal 
methods and more consis- 
tency In regulation. 

David Harrington, manag- 
ing director of the Telecom- 
munications Managers’ 
Association, the organisa- 
tion which represents the 
interests of langur commer- 
cial users of telecoms, is not 
even that set against the 
market taking more of the 
strain. But is the UK market 
ready for it yet, he asks. 

“We have had IS years of 
competition and many 
people still do not have a 
significant choice of opera- 
tor,” says Mr Harrington. 
There are pockets - such as 
the City of London - where 
BT is no longer dominant," 
he notes. “But overall BT 
still holds 85 per cent of the 
local loop- And we believe 
that more regulatory atten- 
tion must be paid to some of 
the new players who are 
coming up. 

“Now is not the time to 
raise expectations about 
reducing regulation. There is 
still going to be the need for 
detailed and stringent regu- 
lation for some time. The 
alternative will be predatory 
pricing and unfair prac- 
tices." says Mr Harrington. 

“ISDN 2 prices are still 
higher than the rest of 
Europe. And across Europe 
the prices pf leased lines are 
much higher than in the 
US," he says. He would also 
like to see Oftel get more 
involved in influencing pan- 
European pricing. 

So regulation as we know 
it is not likely to disappear. 
But it will change a hit. It 
appears to be too important 
to just leave it to itself. 

The author is a freelance 
journalist specialising in tele- 
communications 


Fixed-line tariffs fall 
as era of innovation opens 

‘Free’ mobile phone calls for users prepared to have their conversations interrupted by 
advertisements are planned by one of France Telecom's domestic competitors 

national of Sweden, the com- 
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Fixed-line call charges have 
started to fall again for most 
French household- consum- 
ers. 

France Telecom, the for- 
mer monopoly operator that 
is still the dominant trace in 
the FFrl70bn French tele- 
communications market, 
announced, in February that 
it was cutting the price of 
international calls by 10 per 
cent on average from March 
1 . with rates for 
long-distance national calls 
dropping by 12 per cent. 

Cegetel, whose biggest 
shareholder is the Vivendi 
utilities and media conglom- 
erate, soon followed suit, 
announcing that tariffs 
charged for national and 
international calls on its “7” 
fixed line service would fall 
by a similar amount from 
the same date. 

Cegetel also announced 
the abolition of the FFr10 a 
month subscription charge 
levied on "7" customers 
since the service made its 
debut in February 1998. 

France Telecom's monthly 
subscription charges rose by 
FFiS-FFrlO a month as the 
company rebalanced income 
from calk and line rental 
This rise is significant 
because it brings subscrip- 
tion prices more or less in 
line with the real cost of 
installing and maintaining a 
line. “With tbe measures of 
March 1999, the rebalancing 
process will be essentially 
complete.” the company 
said. 

France Telecom’s growing 
number of domestic competi- 
tors should, meanwhile, ben- 
efit from a knock-on effect of 
the changes, because the 
contribution they are 
required to make to the cost 
of providing a universal tele- 
phone service in . France is 
falling substantially. 

France Telecom’s competi- 
tors have in any case been 
benefiting from lower inter- 
connection charges with the 
former monopoly operator's 
network since the start of 
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this time by an average 14 
per cent in a move that Jean- 
Michel Hubert, president of 
the Autorite de Regulation 
des Telecommunications 
(ART), the French telecoms 
watchdog, said would “facili- 
tate and intensify competi- 
tion”. 

Since liberalisation of 
European Union telecoms 
markets in January last 
year. France Telecom has 
retained the lion's share of 
its domestic market, in spite 
of leaving Us fixed-line call 
rates largely unchanged 
throughout 1998. 

The company had chosen 
to pre-empt full liberalisa- 
tion by reducing its fixed- 
line charges three times in 
1996-97. resulting in steep 
cuts in international and 
national long-distance call 
rates over this period. 

Many business users were 
able to secure further reduc- 
tions last year. Olivier Porte, 
telecoms representative for 
the Club Informatique des 
Grandes Entreprises Fran- 
gaises (Cigref). a body repre- 


senting the private-sector 
the year. Rates were cut at .companies with the 100 big- 


gest information technology 
budgets in France, recently 
estimated that members 
secured up to 15 per cent of 
additional discounts for 
fixed-line calls. • 

An indication of future 
developments will take place 
in France in April when 
Cegetel plans to launch a 
so-called “two-m-one" pack- 
age, giving customers the 
right to make eight, 12 or 16 
hours of fixed-line or mobile 
calls for a fixed price. Such 
offers appear set to hasten 
the day when the distinction 
between fixed and mobile 
telephony becomes obsolete. 
To make use of the “two-m- 
one" offer, customers will 
have to be subscribers to 
both Cegetel’s “7” fixed-line 
and SFR mobile service. 

Another innovation that 
may soon see tbe light of 
day in France is the “free ” 
mobile phone call for users 
prepared to have their con- 
versations interrupted by 
advertisements. 

Bouygues Telecom, 
France's third mobile opera- 
tor. has signed a letter of 
intent with .GratisTel Inter-. 


pany behind Europe’s first 
advertising-sponsored 
mobile telephone service. 
While emphasising that the 
project was at planning 
stage, tbe French company 
recently said it would proba- 
bly test market the service 
to spring or early s umme r. ■ ‘ 

It said tbe idea was to give 
its approximately 180,000 
pre-paid Nomad clients, 
many . of whom are relatively 
young, the option of some 
“free" calls Interspersed 

with advertisements - in a 
business model that has sim- 
ilarities with that generally : 
used on tbe Internet. - 

It said customers wlu£>. 
opted to take the sem<& 
would gqt 30 minutes of free 
palls with about fiotir mfaw l 
utes of advertisements^ _ . 
These would come ur’idse& 
ond hursts every two min- . 
utes. 

It said Nomad users paid 
FFr145 for about 114 hours of 
communications. The idea 
would be for those opting to 
take the new service to be 
equipped with a mechanism 
for indicating whether they 
wanted each successive caD 
to be debited to their pre- 
paid 75 minutes or “free" 30- 
minute package. 

What may turn out to be 
the most important 
announcement of all in 
recent weeks for the French 
telecoms market, however, 
was the government’s deci- 
sion to ease restrictions on ‘ 
the use of encryption tech- 
nology. Combined with a call 
by Lionel Jospin, the prime ,. 
minister, for lower Internet jti 
access costs, the move paves 
the way for electronic com- 
merce to take off in France. 

The previous regulatory. _. 
framework was widely 
blamed for distrust of elec- 
tronic commerce among con- 
sumers. With the move to 
ease regulation, experts are 
confident that “total safety" 
can be guaranteed for the - 
electronic transmission of 
sensitive Information such 
as credit card numbers. 




IN GLOBAL CO|9U91UNICATlON5, STANDARDIZED SOLUTIONS DON’T FLY. 


Enterpri.se information systems are essential 
to competitiveness in multinational business. 
Managing competing communications t rattle, from 
mission-critical supply chain transactions to web 
browsing, is growing more expensive and complex. 
Plus, the demand for flexible solutions to meet an 
ever-changing variety of international connectivity 
needs is increasing. So what you need is a network 
that really lets you spread your wings. 


A one-size solution doesn't fit alt 
The requirements of your enterprise are unique. 
To maximize your business systems investments 
and gain a competitive advantage, you need a 
global specialist who can analyze your needs and 
huild the network to match. You need Infonet. 
Choosing the network that prows with you 
Infonet has been the leading supplier of managed 
global communication solutions for 28 years. 


Leading industry analysts recommend our 
services because they are delivered consistently 
worldwide and support enterprise applications 
such as resource planning, collaboration, 
messaging, e-business, web-hosting and 
security services. They are delivered over 
intranets, intelligent extranets and the Internet 
and are supported locally in 59 countries, with 
connections in over 180. 


DoiTt be caged-in by a compromise 
A customized network can deliver value, perfor- 
mance and cash savings, as 2 of the Global 1 000 
already know. Truly global companies deserve a 
matching global solution. And that's our business. 
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b V Tom Burn s in Madrid 

Telefonica fights its corner in newly liberalised sector 

^ en 9 ™ nt has so far ignored appeals from the former monopoly operator for a re-balanced tariff structure. Meanwhile competition is set to increase remorselessly 


and by the launch of a legal 
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into step with the main 
European Union members 
who had done so at the start 
°* 1998. three developments 
save a good idea of what 
pugnt be expected to occur 
jP the domestic industry 
during the coming months. 
Together. the three 
suggested shake-ups ahead. 
^Dere gulation day on 
D e cember l was marked by 
the debut of Uni2. a third 
fixed -line carrier controlled 
by France Telecom; by appli- 
cations for licences from 
more than 20 providers of 
niche telephony services; 


mer monopoly operator, 
alleging discriminatory prac- 
tices on the part of the gov- 
ernment. 

At the very least, the 
developments indicated the 
attraction of the Spanish 
market for new entrants and 
the determination of the 
dominant national carrier, 
which was fully privatised 
early in 1997, to keep them 
at bay. Basic assumptions at 
Telefdnica are that fixed 
lines will increase from 
17.4m last year to 18.8m next 
year and that there will be 
13.4m mobile users in 2000, 
nearly double the 1998 total 


Uni2 had obtained its 
licence only six months ear- 
lier - the last awarded by 
tbe government in tbe 
run-up to formal deregu- 
lation - and it plans to ga i n 
a 78 per cent share of the 
domestic telephony business 
by 2008. This target could be 
reached a lot earlier because 
at the end of its first month 
of operations the France 
Telecom unit was well ahead 
of its forecasts with 100,000 
lines and 80,000 clients under 
its belt 

The new entrant might 
well follow the same track as 
Retevlsibn which became 
Telefdnica's first fixed line 
competitor in January 1998 
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RSLCOM 


From payphone warrior 
to fully-fledged carrier 


The payphone war of last 
summer is now just a 
memory for Alejandro 
Rivas-Micoud, chief 
executive of RSLCom, one 
of the upstart phone 
companies hoping to carve 
a slice out of Spain's newly 
liberalised telephone market 

Millions of holidaymakers 
visit Spain each summer and 
RSLCom spotted the 
potential of offering calling 
cards that allowed visitors to 
- make international calls at 
cheaper rates than 
Telefonica, Spain’s former 
monopoly operator. “It's a 
completely virgin market," 
says Mr Rivas-Micoud, 

Telefonica, however, woke 
up to the scheme and last 
August it blocked access to 
RSLCom' s freephone 
number from payphones in 
airports and other locations 
frequented by visitors. 
RSLCom complained to 
Spain's new watchdog, the 
Comision del Mercado de 
Telecomunicariones (CMT), 
which found fn its favour 
wkJ obliged Telefonica to let 
RSLCom customers use the 
service from any call box. 

Buoyed by this victory, Mr 
Rivas-Micoud has embarked 
on a much grander project 
and has just been awarded 
a national RB1S licence that 
turns RSLCom into a 
fully-fledged carrier, it plans 
to offer long-distance calls 
nationwide from May. 
RSLCom could have applied 
for a simple reseller licence, 
but this has the drawback 
-jbat customers must key in 
Jn access code before each 
call. “With a B1 licence, 
customers can preselect us 
as their carrier and that is a 
key competitive difference." 

Last December, Spain's 

The company is 
concentrating on 
small and 
medium-sized 
businesses 


telecoms market was 
completely liberalised and at 
least 24 would-be carriers 
applied for licences. 

Analysts predict Telefonica 
could lose as much as 22 
per cent of its long-distance 
market to new competitors 
over the next three years. 

To curb the chaos that 
unbridled competition has 
brought to some other 
Ifoerafised European 
countries, the CMT requires 
companies that simply resell 
capacity to pay more to 
interconnect to Telefonica s 
network. Mr Rivas-Micoud 
likes the CMTs regulatory 
model. “It effectively puts a 
floor under how low prices 
can go." 

Holders of a B1 licence 
pay lower interconnect rates 
but must carry 40 per cent 

of their traffic over their own 
infrastructure within two 
years. This requirement 
might seem a tough 
challenge for a company 
that currently owns just four 
telephone 

M adri d, Barcelona, Marbeila 
and Valencia. But Mr 
Rivas-Micoud is not worried 
md has struck an alliance 
wtm a local partner to 
expand fts network to 2tv 
nodes cowerinfl-ti» 

He has also read the small 
print of the B1 licence and 
discovered that licensees 
can meet the infrastructure 
requirements by renting 
cables from others, 
providing the lease runs for 
five years or more - so 
RSLCom will not be laying 
its own cables. 


RSLCom is a new name in 
Spain btit its US parent, also 
called RSLCom. has made 
its presence felt in other 
newly liberalised markets of 
Europe. The company was 
founded in 1994 by Ronald 
Stave Lauder, who also runs 
the Estee Lauder cosmetics 
chain, and it now carries 
voice traffic In and between 
14 European countries using 
it own pan- European 
network. 

The Spanish subsidiary 
started In December 1997 
and while the Spanish 
market was only fully 
liberalised in December 
1998, 11 months later than 
most other European Union 
markets, Mr Rivas-Micoud 
says the delay has been 
beneficial because it allowed 
Spain's watchdog to learn 
from the experiences of 
other newly liberalised 
markets. i 

"The CMT is very 
professional and Spam is 
going to be a much better 
market than France or Italy, 
for example,” he says. 
RSLCom currently has 4,000 
customers in Spain and 
hopes to reach 25,000 by 
the end of 1998. 

White most competitors 
aim to woo Spain’s large 
companies, RSLCom is 
concentrating on small and 
medium-sized businesses. 

“We figure that a lot of 
people will be going after 
the large companies and 
there Is going to be a lot of 
blood spilt says Mr 
Rivas-Micoud. 

Because of their smaller 
size, RSLCom cannot 
dedicate much time to each . 
potential customer. It has 
therefore developed 
software that quickly scans 
in a potential customer's 
phone bHI and produces an 
illustration of the potential 
cost savings that could be 
made by switching to 
RSLCom. The discounts 
average around 15 per cent 

“The decline in price is not 
going to be dramatic but we 
also offer a state-of-the-art 
billing system and 
value-added services such 
as Virtual PBX" says Mr 
Rivas-Micoud. The Virtual 
PBX service allows 
companies located in the 
same building to share the 
features of a PBX system. 

. Calling cards wHJ continue 
to feature strongly In 
RSLCom's product range 
and effective distribution is 
key In this market. Mr 
Rivas-Micoud Is talking to 
hotel chains about 
incorporating a calling card 
on the back of the magnetic 
swipe card used to open 
hotel rooms. 

Another possibility is 
selling Internet calling cards 
to Spain’s immigrant 
communities. Calling 
out-of-the-way countries 
such as Columbia or the 
Dominican Republic over 
conventional networks is 
prohibitively expensive for 
these people, says Mr 
Rivas-Micoud. By routing 
such calls over the Internet 
- RSLCom owns the Delta 
Three Internet telephony 
network - the costs fail 
dramaticafly, although there 
is a noticeable drop in 
quality. 

Mr Rivas-Micoud has 
plenty more ideas up Ms 
sleeve and while RS LCom 's 
Initial strategy concentrates 
on cheaper phone calls, he 

is keen to transform the 

company Wo a full-service 
operator. "We are trying to 
anticipate when Spain's 

market will no longer be 

price-driven and become ^ 
much more service-driven, 
he says. 

Geoff Naim 


NTT 

Do 


when it started providing 
long-distance calls. Retevi- 

sidii. which is owned by a 
Telecom Italia-led consor- 
tium. was operating 1.5m 
lines for lm clients -some 
10 per cent of the interna- 
tional caller market - by 
year's end. 

Penetration by RetevisiOn 
has been remarkable in 
Catalonia where it has taken 
a 14 per cent share of the 
market and in the Basque 
Country where Euskaltel, 
the carrier's local partner, 
claims that within 12 
months it has built up a cli- 
ent base of 164,000 and a net- 
work of 243,000 lines, more 
than 25 per cent of tbe total 
in the Basque area. 

Ms Ana Birul6s, Retevi- 
si6n’s chief executive, says 
the carrier has “set several 
records" in its first year of 
business and that the com- 
pany could break even as 
early as 2001. 

At the beginning of this 
year it launched a mobile 
service that will compete in 
the rapidly growing cellular 
sector with Telefonica and 
with AlrteJ, an operator 
backed by British Telecom- 
munications and AirTouch 
that has gained about 30 per 
cent of the mobile market 
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in barely two years. 

Javier de la Ptnta, Telefon- 
ica’s chief executive for reg- 
ulatory affairs, says Retevi- 
si on's results are “unheard 
of” for an operator that has 
Just started up. “Mercury in 
the UK took roughly four 
years to achieve the busi- 
ness quota that RetevisiOn 
has gained in one." he says. 

This aggrieved sentiment 
reflects Telefonica's belief 
that it has drawn the short 
straw in the newly liberal- 
ised telecoms sector. With a 
powerful telecoms franchise 


in Latin America and a st31 
dominant position in Spain's 
mobile market, Telefonica is 
hugely profitable - it is fore- 
cast to post a 15 per cent 
compound net income 
growth between 1998-2001 
- but it nevertheless consid- 
ers the domestic competition 
issue sufficiently serious to 
merit an official complaint 
to the European Union’s 
competition authorities. 

Telefonica says it has been 
severely penalised by the 
government’s failure to re- 
balance telephone tariffs 


prior to the liberalisation of 
the telecoms industry. This 
omission, which allegedly 
breaches BU rulings that tar- 
iff structures should be over- 
hauled in advance of deregu- 
lation, has now severely 
exposed the carrier to com- 
petition from newcomers 
who are able to aggressively 
price their International call 
services. 

The imbalance stems from 
the previous highly regu- 
lated system when Telefon- 
ica, as the monopoly pro- 
vider of telephony services, 
was bound by the govern- 
ment to operate low-cost 
local cans and to maintain 
cheap line rental fees. Poten- 
tial losses incurred by such 
uneconomic pricing was 
comfortably offset by the 
high charges that Telefonica 
was able to levy on 
long-distance traffic. 

In 1997, the year before the 
industry's full deregulation, 
local calls accounted for 66 
per cent of Telefonica's line 
usage in Spain but only 10 
per cent of its revenues, 
while long-distance and 
International calls, by con- 
trast, represented 24 per cent 
of Telefonica’s Spanish traf- 
fic and about 42.5 per 
cent of its ea rning s. 


The carrier’s problem is 
that while it continues to 
exclusively provide local ser- 
vices, new entrants are now 
eating away the 
long-distance segment which 
had allowed it in the past to 
subsidise the cheap local 
calls. Telefonica can expect 
farther erosion of Its 
long-<listance market share 
when BT launches a fixed- 
line telephony service In 
Spain before the summer. 

To add to insult to injury, 
the government, in its liber- 
alising zeal, has set intercon- 
nection fees - the price that 
new entrants have to pay for 
using Telefonica’s lines -at 
up to 30 per cent below the 
rates proposed by Telefonica 
albeit within the range rec- 
ommended by the EU. 

The government has, so 
far, been deaf to Telefonica’s 
appeals for a re-balanced tar- 
iff structure. 

In the meantime, competi- 
tion will increase remorse- 
lessly thanks to the arrival 
in Spain of integrated cable 
operators. Cableuropa, a US- 
Spanlsh consortium that 
began to deliver services last 
year, expects to be offering 
services to 800,000 house- 
holds. or ZSm people, by the 
end of this year. 
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ellular phones are perhaps one of the most 


user-friendly devices modem technology has devised. 
However, can you imagine the potential stored within? 

We can. We are NTT DoCoMo, Japan's leading mobile 
communications operator. We are committed to expanding 
the frontiers of mobile communications convenience in 
ways most people have never dreamed of. Imagine the 
advantages of browsing the Internet, exchanging e-mail; 
conducting banking and stock transadions; making flight 
reservations and even checking the news and weather at 
your next destination via HTML-based text information on 
your cellular phone. These services have been available in 
Japan since February 1 999. 

We're also actively participating in the Wireless Appli- 
cation Protocol Forum (WAP) in its quest for a universal 
standard. In addition, our next logical step of full-motion 
video reception and transmission capability, using the 
Wideband Code Division Multiple Access (W-CDMA) 


technology, is well under way. We hope to begin such 
services in early 2001. 

, At NTT DoCoMo's R&D center in Japan, we are dedi- 
cated to developing the mobile communications technolo- 
gies of the future. We also invite leading manufacturers, 
operators and other R&D organizations from around the 
world to participate in ongoing technology exchange and 


open system tests. 



See these and other 
NTT DoCoMo develop- 
ments dedicated to more 


convenient business and 
leisure lifestyles at CeBIT'99. 


18.-24.3.1999 


CeBIT 


Hall 25 D-24 


NTT Mobile Communications Network, Inc 
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ITALY by Paul Betts in Milan 


‘Mother of all takeovers’ reflects powerful changes 

Europe’s biggest post-war takeover battle, for Telecom Italia, illustrates the electrifying changes under way in Italy's telecoms market .and jn the country" s. capitaTistfc structure 

. . ,, «nd fixed line services. 


Telecom Italia, the world's 
llth-largest telecommunica- 
tions group, Has undergone 
two years of extraordinary 
rjhnngp and turbulence. 

The group was at the cen- 
tre of the Italian govern- 
ment's biggest and most 
ambitious state sell-off In 
October 1997 which quickly 
became known as “the 
mother of all privatisations”. 

As a newly -privatised pub- 
lic company, with more than 
1.5m shareholders and a 
weak nucleus of care share- 
holders accounting for 
barely 7 per cent of its capi- 
tal, it underwent an 
extremely painful transition 
from a monopolistic state 
industrial monolith to an 
open market company. 

Its chairman changed 
three times in 12 months and 
its top management has 
been in a state of Intense 
turmoil. 

And now the privatised 
group with the highest stock 
market capitalisation of any 
company in Italy is the tar- 
get of what has inevitably 
also been called H the mother 
of all takeovers”. 

Olivetti, the much smaller 
information technology and 
telecommunications group, 
launched at the end of Feb- 


ruary Europe's biggest post- 
war hostile takeover hid 
involving a highly leveraged 
. offer totalling Uoa.ooobn 
—or €53bu-for Its giant 
Rattan rivaL 

Whether Olivetti’s auda- 
cious bid ultimately .suc- 
ceeds or fails -the takeover 
battle is likely to be a pro- 
longed war of attrition - the 
hostile takeover attempt 
reflects the electrifying 
changes taking place not 
only in Italy’s telecoms mar- 
ket but in the country's 
entire capitalistic structure. 

“Italian capitalism will 
never be the same.” said a 
Milan investment banker. 
“We are now in the throes of 
a transformation of oar 
entire system forced upon us 
by globalisation and Italy's 
membership of the new sto- 
gie European currency.'* he 
added. 

Franco Bemabe. Telecom 
Italia's new rfiairman, could 
hardly have had a more dra- 
matic baptism of fire. 

The highly respected far- 
mer chairman of Eoi - the 
oil and gas group which he 
successfully privatised and 
turned into one of the most 
profitable oil majors after 
sweeping restructuring and 
refocusing - was appointed 


Telecom Italia’s new Chief 
executive at the end of 
November. ' 

He replaced Gian Mario 
Rossignolo, the telecoms 
company's controversial 
executive chairman, whose 
10-month term had exacer- 
bated fha mpfigpomemt' and 
strategic turmoil and confu- 
sion that bad been plaguing 


Telecom Italia 
suddenly found 
itself facing 
its biggest 
corporate crisis in 
decades 


the company ever since its 
privatisation. 

Mr Bemabe, a proven “cri- 
sis manager", set to work to 
restore morale, refocus the 
company and devise a longer 
term strategic business plan 
for the company. 

His appointment was well 
received by the investment 
co mmuni ty- Telecom Italia 
shares recovered. 

His first immediate task 


was to negotiate the sale of 
an 80 per cent controlling 
stake In Telecom Italia's 
Stream multimedia and digi- 
tal pay-tele virion subsidiary 
to Rupert Murdoch. 

Although the deal with the 
Australian media magnate 
eventually Ml through -be- 
cause of government opposi- 
tion to Mr Murdoch bidding 
for the entire pay-TV tights 
for Italian Division One and 
Two soccer matches -it was 
a dear sign of Ur Bemabe’s 
intentions of refocusing the 
privatised telecoms group 
around its core- telecoms 
businesses and Its function 
as a tdlecoms service pro- 
vider. 

Then, with the unexpected 
attack from Olivetti. Tele- 
com Italia suddenly found 
itself facing Its biggest cor- 
porate crisis to decades. 

Mr Bemabe claimed it was 
to some respects a fortunate 
event. 

"I have seen many rotten 
companies in my day but 
Telecom Italia is not one of 
them. It has lots of problems 
but is solid and cash rich.” 
he explained. 

The takeover bid has now 
helped to mobilise the for- 
mer monopoly and given Mr 
Bemabe an opportunity to 


naftMeg fi n g operates 

."1993 fleriua«wn»./.v • v 


TMcoaUfe- 


flwtftH" 


96-fi%PuMc.tt«t 

1JM ' . . • V ■ 

60 %T«tecanrlMto 
Otvutti ... 

kteraesnaro . '• .. 

MiHsart&U '“y 

afctpocft 

B* • . : 

g.— 

at ^ 

Mafias* .’7 " " 


galvanise the sprawling 
group Into a much-needed 
restructuring. 

The company had just 
been through a privatisation 
process without leadership. 
It was having to adapt to a 
restructuring of the telecoms 
industry in Italy without 
leadership. And it had to 
address the challenge of the 
opening of the ito ff gn tele- 
coms market without leader- 
ship. 

New competitors were 
beginning to make in-roads 
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the new . venture called 
Wind, offered, for the first 
time T omftined ; mobile And 
fixed fine services. . 
ffaly has taken a lead m 


services. 


In the once closed Italian 
telecoms market 

Olivetti's Onmitel mobile 
phone venture and its tofos- 
trada fixed line subsidiary 
have been gathering momen- 
tum rapidly. 

The week after Olivetti 
announced its hostile bid, a 
new mobile and fixed-line 
operator launched its ser- 
vices to Italy. 

A partnership between 
Wm*! , »ha Italian state elec- 
tricity utility. Deutsche Tele- 
kom and France Telecom, 
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One company can 
handle ft all on a 
s 'rigte network. 
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Managing your data network in today’s business environment 
can be a daunting task. Need help? MCI WorldCom Advanced 
Networks is the answer. MCI WorldCom Advanced Networks 
provides comprehensive remote access, managed end-to-end 
security and virtual private network services to 3,300 of the 
world’s largest corporations whose success hinges on the flow 


MCI WORLDCOM 

of critical data. All executed by a single team, dedicated to 
customising our services to meet your company’s specific needs. 
That includes integrating solutions to help you migrate your 
current network technology to next-generation solutions. 
For details visit us at www.wcom.net. Tel: 0118 918 3400; 
Fax: 0118 918 3401 or e-mail; info@eu.wcom.net 
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jewels, hi Telecom Italia was 
its & per- ceofccnwed Tele- 
com ftaiia MobHe cellular 
subsidiary which had plo 

neerod the mass market for 
mobile ' telephones an d to 
many ways provided Olivetti 
with the opptortimity td 
develop Ita rival Omnitel 
mobile, services. 

Tp rfefeqd hfapadf from the 
takeover attack and a bid. 
omsidered at . the current 
offer price of €10 . a sha re to 
cash, bonds and equity low, 
Mr Bemabe is seeking" to 
woo sbarehdWeto Try trying 
to convince them that Ms 
todostrial longer, term plan 
far the company will provide 
value. 

. His plan involves a series 
of steps. 

.'.The . and. . perhsgpa 
most significant, is reorgan- 
ising the company in focus 
on customer services, 
strengthening its reach in 
the mass.nuafcet by combin- 
ing Telecom Italia and Tele- 
com Italia Mbh Be. The strat- 
egy would be. to adopt the 
mobile subsidiary's success- 
ful mass marketing tech- 
niques to combined mobile 


and fixed line serytees. 

Mr pama be also wants the 
group to focus more-- on 
Italy's small and medium 
steed companies. & wants 
to rationalise thfi'company's 
heavy cost structure and 
myriad corporate en tities 
throughout ' the country. 
There would also be a ration- 
alisation of the company's 
portfolio of international 
interests and the shedding of 
poacore.. assets such as the 
company's large property 
portfolio. 

Finally, - Mr Bemabe 
intends to use his extensive 
international connections to 
negotiate todusb^aflianpes 
with other tote rnetioTWd tel» 
corns companies. 

The strategy, however, 
binges on one aU-Huportant 
factor: that Mr Beroabe wius 
the battle against OhvettL 

Should he prevail ag^tost 
his smaller predator, be.is 
.expected to find UmeKfcva 
Strang .position to accelerate 
the reshaping of Telecom 
Italia and in_so doing the 
restructujtogof tbe.ftahsn 
telecoms industry. 

. If he Is defeated, then it 
wStt be the Olivetti team -nvtie - 
wMflnd.themselvesto.tiw 
driving seat' attempting to 
repeat with Telecom Itefia 
their . success in turning 
around 'Olivetti which fired 
near-collapse barely two 
years ago. 
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Surveys are pubfished most days of the week wftthefT- 
Toptes indude financial markets, global Industries, business 
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Reprints 

Reprinta^ of surveys, or of lndMdurt aficlas ftom them,-. res'- - 
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costs etc. to: FT Reprints. Fax +44 (p)171 336 6086 or - - 

Telephone +44 (0)171 490 7876. Minimum brdBr is ; 100. - 

Back Numbers 

Back nuntoers can be obtained by c8fflng-+44 (0)171 873 
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by Ant h □ ny Robinson in Moscow 

P oland and Russia lead 
the field with sell-offs 


Privatisation is the name of the game throughout the region - but all other deals are 
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Dy plans for the two biggest and most populous operators in the region 
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By Far the biggest telecoms 
developments in eastern 
Europe in the coming 
months will be the privatisa- 
tion of a further 25 to 35 per 
cent of Telekomunikaqja Pol- 
ska fTPSAl of Poland and a 
renewed effort by the cash- 
strapped Russian govern- 
ment to sell a second 25 per 
cent tranche of Svyazinvest, 
the government-controlled 
telecoms holding company. 

But there is also plenty of 
action elsewhere in the 
region, especially in the Bal- 
tic and Black Sea countries 
This follows last year's 
highly successful privatisa- 
tion of Hungary's Matav and 
the earlier sale of a strategic 
stake in SPT, the Czech tele- 
coms operator, which is cur- 
rently surrounded by allega- 


tions of bribery and corrup- 
tion. 

Telia of Sweden and Fin- 
land's Sonera are jointly 
expanding internationally in 
their immediate neighbour- 
hood by buying strategic 
stakes In the telecoms com- 
panies of all three former 
Soviet Baltic states. The lat- 
est to come on the block is 
Eesti Telekom for which the 
Estonian government has set 
an indicative price of about 
S200m for the 36m shares on 
offer. This would give the 
buyers 49 per cent of the 
wholly state-owned telecoms 
holding company. 

Sonera and Telia, which 
already jointly own 49 per 
cent of Mobiitelefon. Eesti 
Telekom's profitable and 
fast-growing cellular opera- 
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Currency and 
political risks 
pose problems 
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Political and financial 
pressures make privatisation 
of Svyazinvest, the Russian 
state telecoms holding 
company, particular fy 
difficult. 

The government 
desperately needs the 
$600m it hopes privatisation 
wiU bring in but resistance to 
“foreign meddling" is strong 
both within the industry and 
among the powerful regional 
bosses who control the 
operating companies. 

Thus tar, Svyazinvest has 
been unable to exert 
effective control over the 89 
operating companies, in ; 
which the state has a 
theoretical controlling share 
stake. This is particularly 
true in Moscow, where the 
Moscow city telephone 
company is closely 
controlled by Yuri Luzhkov, 
the ambitious mayor. 

The first stage of 
Svyazinvest privatisation in 
1997 was purely financial. 
The winning Mustcom 
consortium, which indudes 
George Soros, the financier,, 
and the Interos financial ... 

-i group headed by ‘'oligarch" 
-J Vladimir Potanin, paid 
$1 .87bn for a 25 per cent 
plus one share holding. 

It was hailed as one of the 
most transparent 
privatisation deals to date 
but has given little to 
Investors and had little 
discernible effect on how 
Svyazinvest is run. 

The government is now 
preparing to sell a further 25 
per cent, less two shares, to 
a strategic investor. This 
would still leave the state 
with a controlling 50 per 
cent, plus one share. But it 
failed to attract a Udder last 
summer, despite throwing In 
the offer of a national GSM 
mobile licence as a 
sweetener. 

It hoped to raise as much 
as $1.6bn from the sale. 

Now expectations are tower. 
But LyudmiTla Kan, telecoms 
analyst for Moscow-based 
broker Troika Dialog, says 
the government stffl has to 
decide whether to go ahead 
now or first try to merge 

Svyazinvest with 
Rostelecom, also a 
state-owned telecoms 
operator, following the 
Brazilian example. A merger 
with Rostelecom, the 
national long-distance 
operator which owns the 
backbone Infrastructure and 
acts as a telecoms 
wholesaler, would mak e 
Svyazinvest more attractive, 
analysts believe. 

Even so, the perceived 
Russian currency and 
political risks pose a big 
question over telecoms 
privatisation in the near 

future. Potential strategic 
investors want to know 

whether they will be able to 
overcome the resistance of 
regional politicians for whom 
low telephone and utility 
tariffs are powerful political 

levers. . 

Without the power to raise 

tariffs and restructure 
bureaucratic systems, the 
concept of “strategic .- 
investor” has little real 

meaning. pen ^f dh ^ a+ ***, 
potential investors that mey 
will be able to control thee 

investments is one of the 

main tasks' facing Yevgeni 


Primakov, the prone 
minister. 

The former spy-master has 
clearly taken on board the 
need to make conditions 
more attractive for foreign 
investors in general, pushing 
through, for example, vital 
production-sharing 
agreement (PSA) legislation 
to entice more investment 
into the energy sector and 
courting foreign investors 
generally into what he calls 
the “real economy." 

At the same time, 
however, he is determined 
to impose a tighter grip on 
the ,sti|l large remaining. state 
shareholders in key sectors 
of the economy, including oil 
and telecoms. 

A senior adviser told the 
FT: “Until now, state 
representatives have tended 
to be treated (ike small boys; 
to be kept in the comer of 
the room even at board 
meetings of big companies 
where the state is a major or 
even majority shareholder. 
That has got to stop and Mr 
Primakov is Insisting that the 
state keeps a much closer 
control over its remaining 
holdings and makes its voice 
known when decisions have 
to be made.” 

This changed atmosphere 
at the' top Is likely to be 
reflected at the forthcoming 
Svyazinvest board meeting 
called for April 27. On the 
agenda Is a replacement for 
Naif Ismailov who is, 
perceived within the industry 
as having been a relatively 
ineffective general manager, 
unable to restructure the 
holding as an effective, 
market-orientated 
organisation, it Is up to the 
state property ministry, 
which owns the state 
shares, to propose a 
candidate who Is expected 
to be a more forceful 
defender of the state's 
perceived interests. 

■ Meanwhile*, Svyazinvest 
management’s hopes of 
retaining the government's 
earlier willingness to lure 

investors by issuing 
Svyazinvest with a national 
GSM-900 licence have been 
dashed. On February 12, Mr 
Primakov shelved indefinitely 
a decision on granting the 
licence. 

This was- not unexpected 
because the original offer 
was conditional on a 
successful conclusion to the 
original -privatisation tender 
- and this was derailed by 
the crash last August when 
the rouble collapsed and the 
government defaulted on its 
domestic debt and froze 
foreign debt payments for 90 
days. 

' The decision to withdraw 
the GSM sweetener and 
appoint a new general 
manager for Svyazinvest 
indicates that, as with the 
government’s plans to 
merge three state-controlled 
oil companies Into one larger 
and more powerful state oH 
company , a government 
decision to opt for a 
Brazikan-styte tie up 
between Svyazinvest and 
Rostelecom now looks more 
likely than another attempt 
to sell off Svyazinvest as it 
particularly In the current 
Investment climate. 


Anthony Robinson 


tor. and a similar stake in its 
fixed-line subsidiary, Eesti 
Telefon, are expected to lead 
the bidding. Last year, the 
two Nordic operators paid 
S5I0m for a 60 per cent stake 
in Utbuania’s Lietuvos Tele- 
komas. while Sonera bought 
a 31 per cent stake in Lat- 
via's Lattelekom; this 
included a 23 per cent stake 
in Latvia's main mobile 
operator. 

Consumers in all the Bal- 
tic states have developed a 
passion for mobile tele- 
phones, but nowhere more 
than in Estonia where 
Nomura equity research 
reports that cellular penetra- 
tion reached 16 per cent at 
the end of 1998. by far the 
highest in eastern europe 
and still growing rapidly. 

Meanwhile, half way 
across the continent, 
Romania and Bulgaria are 
busy selling off strategic 
stakes in their national tele- 
coms companies, driven by 
the same government need 
for cash and practical Deed 
for foreign know-how and 


investment which is pushing 
forward the privatisation 
process throughout eastern 
Europe. But all these deals 
are relatively small com- 
pared to those involving the 
two biggest and most popu- 
lous operators in the region, 
in Russia and Poland. 

For political reasons, the 
Polish government decided 
that the first stage in selling 
off its "national jewel" tele- 
coms monopoly, TPSA, 
should be an IPO through 
the Warsaw Stock Exchange 
(WSE). The aim was to head 
off trade union and national- 
ist opposition by giving indi- 
vidual Poles and Polish insti- 
tutions privileged access to 
most of the I5per cent of the 
state's shares offered in the 
first stage. 

Last autumn's offer, on 
which TPSA was advised by 
UK bank Schroders. was 
heavily over-subscribed- The 
government received more 
than $800m for its 194m 
shares. Prices climbed rap- 
idly on the WSE from the 
initial 15.2 zloties (54.4) a 



Telephone booths outside the Wasaw Stock Exchange: ti» TPSA offer was heavily over-subscribed AP 


share to more than 26 zloties 
by early February. This 
boosted TPSA’s market capi- 
talisation to nearly Sllbn, 
more than 40 per cent of the 
WSE's total market capitalis- 
ation of about S25bn. 

Prior to the TPSA privati- 
sation. the WSE was domi- 
nated by Polish banks. Now, 
as in Budapest and Prague, 
telecoms are top of the heap 
In market capitalisation and 
popularity among investors. 

Last month, the Polish 
government moved on to the 


second stage of TPSA’s pri- 
vatisation: the search for a 
strategic investor. Whoever 
wins faces a politically and 
technically challenging task. 
The un wieldly state-owned 
company, like all its counter- 
parts in the region, retains 
strong elements of the secre- 
tive. bureaucratic culture 
inherited from communist 
days when the state tele- 
coms companies were run by 
secret policemen and satisfy- 
ing ordinary customers 
hardly figured on anybody’s 


priority list. The search is 
now under way for an 
adviser to find a strategic 
investor prepared both to 
pay a substantial sum for a 
25-35 per cent stake and 
invest heavily in moderni- 
sing and expanding the tele- 
phone system of central 
Europe's most populous and 
fastest growing economy. 

The 39m population, with 
a growing concentration in 
the capital. Warsaw, and 
other fast-growing regional 
centres in western and 


northern Poland, and strong 
economic growth since 1992, 
are the main lures. 

Longer term, however, 
even Poland is relatively 
small compared to potential 
telecoms growth in Russia, 
especially west of the Urals, 
where more than 80 per cent 
Of its 150m people live. Many 
live in big cities such as 
Moscow, where an estimated 
70-80 per cent of all traffic is 
generated, St Petersburg, 
and the string of industrial 
towns along the Volga river. 

On average, Russia still 
has only 21.6 lines per 100 
urban inhabitants, reflecting 
the low priority of telecoms 
investment in Soviet times. 
But satellite-based providers, 
such as Stan Cram ton of ICO 
global communications, 
argue that Russia's relative 
backwardness and vast 
empty spaces make It the 
ideal candidate for satellite- 
based systems which will 
enable it to leapfrog into the 
telecoms future. 

Similar think ing inspires 
ICO's main global rival, the 
US-led Iridium network in 
which Russian space com- 
pany Khrunichev is a share- 
holder. 

While the intention to 
modernise is strong, the 
money is not, especially 
after the August financial 
crash and rouble devalua- 
tion. Declining real incomes 
also reinforce politically- 
backed resistance to the rev- 
enue-raising tariff increases 
required to fund the massive 
investment required. 
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GERMANY by Frederick StQdemann in Berlin 


Changing times and fortunes 


Recent decisions by the regulator could herald significant changes to the list of winners 
fast-changing German telecoms market • 


At first glance it appears 
easy to identify tbe winners 
and losers of tbe liberalisa- 
tion of tbe German telecom- 
munications market at the 
start of 1998. 

Consumers, especially 
those who make 
long-distance or interna- 
tional calls, have benefited 
from a price war which h as 
cut the costs of some calls by 
as much as 70 per cent. New 
entrants to the market have 
profited from a regulatory 
regime which set low 
charges for access to the 
fixed network owned by 
Deutsche Telekom, the part- 
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and losers in the 


holds a majority stake in 
Deutsche Telekom, urged 
the company to withdraw its 
original application for a 
DM48 monthly fee for access 
to the local market because 
it was aware that the regula- 
tor would not approve such 
a high figure. 

Deutsche Telekom later 
submitted a revised offer to 
DM37 .30. 

Further evidence of a 
change of attitude by the 
regulator came just before 
Christmas when Arne B6rn- 
sen, -vice-president or the 
authority and a Social Demo- 
crat. said Deutsche Telekom 
could charge rivals for costs 
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has lost as much as 30 per 
cent of its share of the peak- 
tune long-distance segment 
of the market. 

Expressed in financial 
terms, fierce competition by 
the some 50 companies who 
have entered the market 
since liberalisation cost 
Deutsche Telekom about 
DM2bn in losL sales last 
year. 

A significant contributor 
to this loss or business was 
the regulatory authority's 
decision to set a 2.7 pfennigs 
per minute “inter-connec- 
tion” fee which Deutsche 
Telekom can charge for use 
of Its networks for 
long-distance and interna- 
tional calls. 

The fee is low enough for 
companies to enter the mar- 
ket without making consid- 
erable capita] investment in 
networks. 

The result has been the 
strong growth of operators 
such as Mobilcom. a start-up 
which claims to have 
grabbed about 10 per cent of 
the long-distance market. 
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The company has no net- 
works of it own. instead, it 
lures customers on a “call- 
by-calT basis to dial a prefix 
before each individual tele- 
phone call. 

The call itself goes across 
Deutsche Telekom networks 
and tbe billing and payment 
collection is also handled by 
Deutsche Telekom on behalf 
of Mobilcom. 

Deutsche Telekom claims 
the inter-connection fee is 
below cost and means that it 
effectively subsidises its 
competitors. 

The company has gone to 
court in an attempt to get 
the regulator's decision over- 
turned. although it acknowl- 
edges that it cannot expect 
any decision on the issue 
soon. 

But while the former 
monopolist still smarts from 
a set-back in the 
long-distance segment of the 
market, the company has 
received a boost from the 


regulator in the key area of 
the local call market. 

In February, the authority 
ruled that Deutsche Telekom 
could, charge DM25.40 a 
month to companies wishing 
to access the so-called “last- 
mile" of telephone lines lead- 
ing into houses and business 
premises. 

In addition to the monthly 
fee. the company can also 
make a one-off charge of up 
to DMSS7.1? for each tele- 
phone connection it surren- 
ders to a competitor. 

The decision was greeted 
with dismay by Deutsche 
Telekom's competitors who 
claim the monthly fee is too 
high and will stifle competi- 
tion. 

Harald Stober. chairman 
of Mannesmann Arcor. a 
joint venture between the 
industrial group Mannes- 
mann and Deutsche Balm, 
the federal railway company, 
said the regulator's decision 
would “protect Deutsche 
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Telekom's monopoly posi- 
tion in the local network.” 

The competitors, who had 
pressed for a monthly fee of 
DM15-DM20. point out that 

Deutsche Telekom's monthly 
line rental charge to custom- 
ers is DM21.39. or IS per cent 
lower than the fee levied on 
competitors. 

Without cross-subsidies it 
will be difficult to make 
money in local services, the 
competitors claim. 

Industry observers see the 
decision on local call access 
as evidence of the changing 
political environment in Ger- 
many following the election 
last September of Gerhard 
Schroder's social democrat- 
led government. 

Werner Mailer, the eco- 
nomics minister, has given a 
sympathetic bearing to Deut- 
sche Telekom's claims of 
unfair treatment at the 
hands of the regulator. 

At the end of last year, the 
government, which still 


centra a on on the cost of a 
call towards the quality and 
provision of a variety of ser- 
vices, such as offering con- 
sumers packages including 
Internet access and mobile 
telephony. 

Analysts say this will ben- 
efit the big telecoms compa- 
nies who have made heavy 
investments in infrastruc- 
ture. or have the resources 
to do so. 

Until now. companies such 
as o.tel.o. a joint venture 
between the energy giants 
Veba and RWE. who concen- 
trated od building up net- 
works in the expectation of 
persuading consumers to 
switch over totally to their 
service were wrong-footed by 
more rumble operators such 
as Mobilcom who focused on 
marketing low-cost calls 
across lines owned by oth- 
ers. 

The result could be that 
over tbe coming year signifi- 
cant changes are made to 
the list of winners and losers 
in the fast-changing German ; 
telecoms market. ! 
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Still reeling from the 
effects of liberalisation 



There are no ramparts 
around Deutsche Telekom's 
sleek glass and steel 
headquarters building in 
Bonn. But while the biggest 
telecommunications 
company rn continental 
Europe may not look like an 
organisation under siege it is 
certainly still reeling from 
blows brought on by the 
liberalisation of its domestic 
market a year ago. 

Over the past 14 months, 
the fanner monopolist, in 
which the German 
government still holds a 
majority stake, has seen as 
much a third of its peak-time 
long-distance call business 
disappear into the hands of 
rivals. 

Competition has sparked a 
price war which has forced 
Deutsche Telekom to slash 
the retail costs of its calls 
with a knock-on effect on 
earnings and revenues. 

In 1998, net sales 
increased by only 1.5 per 
cent, to DM68.7bn, and the 
company said some DM2 bn 
of sales had been “lost" by 
the introduction of price 
cuts. 

Post-tax earnings rose by 
an apparently robust 27 per 
cent to DM4.2bn. But 
Deutsche Telekom said this 
increase was langefy due to 
the halving of losses in 
deficit-ridden areas such as 
directory inquiry services, 
equipment sales and 
international investments. 

Deutsche Telekom has 
also received a rough ride 
from the regulatory 
authorities, both in Germany 
and in Brussels. At home, 
the company is still smarting 
from the decision by the 
government-appointed 
regulator to set a relatively 
low “inter-connection" fee of 
2.7 pfennigs per minute 
which rivals pay to use 
Deutsche Telekom's 
networks. 

Meanwhile, in Brussels, 
the European Commission's I 
long-standing opposition to 
Deutsche Telekom's 
ownership of Germany's I 


biggest cable television 
network has prompted the 
company to seek 
buyers for what, until 
recently, was considered a 
core asset. 

Brussels argued that 
ownership of both traditional 
wireline and cable networks 
hampers competition, 
particularly in the market for 
Internet access and 
multi-media services but 
also in telephony. 

Deutsche Telekom is still 
i'n discussions with possible 
investors, including 
Deutsche Bank, for the 
network which has a book 
value of DMSbn. 

Last year, Brussels also 
blocked Deutsche Telekom's 
planned joint venture with 
the media groups 
Bertelsmann and Kirch to 
establish a digital pay-TV 
business in Germany. 

The outlook for this year 
looks mixed. 

The price war in the 
long-distance market is likely 
to continue and thus add 
further pressure on Deutsche 
Telekom's earnings and 
sales. Analysts reckon that 


the current peak-time 
long-distance rate of 17-19 
pfennigs could fall towards 
10 pfennigs. 

The company also faces 
the possibility of renewed 
problems with Brussels after 
competitors complained to 
the Commission that 
Deutsche Telekom was 
cross-subsidising its online 
service subsidiary, 

T-Online, with cheap dial-up 
rates. 

But against all this, the 
company has received a 
i significant boost in the local 
| call market at home where 
the regulator set a relatively 
high access fee of DM25.40 
per month. 

This figure is 18 per cent 
higher than Deutsche 
Telekom's monthly line 
charge. 

It will therefore make it 
very difficult for competitors 
to enter the key local call 
market, important not just 
because of its high volume 
of traditional telephone calls 
but also far the growth of 
demand for Internet access, 
without resorting to 
cross-subsidisation 
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or the capital-intensive 
option of building their own 
networks. 

Separately, the regulator 
has also said that Deutsche 
Telekom can charge rivals 
far the costs of increased 
traffic along its networks, 
although the company must 
first prove the costs of 
I increased business along its 
lines due to calls sold by 
competitors. 

These two decisions by 
the regulator have been 
interpreted by competitors 
and analysts alike as 
evidence of a changing 
political environment in 
Germany. 

The Social Democrat-led 
government which took 
office last October, has 
proved more sympathetic 
than its centre-right 
predecessor to Deutsche 
Telekom claims that the 
mechanics of liberalisation 
has forced the company into 
the position of subsidising 
its competitors. 

Some observers, such as 
Hans Beotzow, telecoms 
specialist at Gemini 
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Consulting in Germany, see 
a link between political 
pressure and the 
government's plans to sell 
additional shares in 
Deutsche Telekom next year. 

He says the government 
“has a considerable interest 
in maintaining high stock 
value." Some 74 per cent of 
the company's shares are 
held directly or indirectly by 
the state. 

Deutsche Telekom also 
has the right to sell 286.3m 
shares by the end of this 
year. 

Earlier this year, the 
company confirmed that it 
was likely to go ahead with 
the sale, which could raise 
up to €10.8bn, “in view of 
potential investment 
opportunities on the rapidly 
developing international 
telecommunications market" 
This raising of a 
war-chest which could also 
include the income from the 
sale of the cable network, 
has brought renewed 
speculation about imminent 
international acquisitions. 

So far, Deutsche Telekom 
has noticeably remained on 
the sidelines during the 
latest round of merger and 
takeover activity in the 
telecoms sector. 

But Ron Sommer, chief 
executive, has repeatedly 
said the company would 
pursue merger and 
acquisition opportunities if 
they were necessary for the 
company to realise its 

am bit) on of becoming a 

global force. . 

“I could imagine that they 
would do something in the 
US or Asia so the 
possibilities currently being 
mooted in the market, such 
as [the American company] 
Sprint, or Cable and , 

Wireless, have a plausible 
ring to them," said one ! 

Frankfurt-based telecoms 
analyst 

Deutsche Telekom already 
holds a 10 per cent stake in 
Sprint. The two companies 
are also, together with 
France Telecom, co-owners 
of Global One, a 
loss-making international 
telecoms services business. 

Other observers believe 
the company may initially 
concentrate on markets 
closer to home in central 
and eastern Europe. 

Whichever way it turns, 
Deutsche Telekom's 
apparent expansionary 
mood, along with the most 
recent regulatory decisions, 
has met with approval in the 
market where the company’s 
shares have risen strongly. 

Frederick StQdemann 


Market intelligence on the 
GSM industry worldwide is 
available on a single 
CD-Rom launched by EMC. 
publishers of the World 
Cellular Database, based in 
Walton on Thames. England. 
Updated twice yearly, the 
World GSM Data pack 
contains country-by-country, 
operator-by -operator data 
about GSM networks across 
the world. 

Topics covered in the GSM 
Data pack, for which 
comprehensive statistics are 
provided, include; network 
information for more than 
600 planned and live GSM 
networks and concessions 
I worldwide; quarterly 
i historical subscriber data for 
1 some 300 GSM networks in 
> 150 countries: five-year 
j forecasts for GSM subscriber 
i growth in 165 countries; list 
of GSM infrastructure 
suppliers worldwide; GSM 
network equity ownership 
details; and recent GSM 
market developments. 

; Data pack prices start at 
! £3.500. 

I 

Extra e-mail-to- voice 
message services 

JFax Communications. Los 
Angeles-based provider of 
Internet messaging services, 
announced new additions to 
its service which convert 
e-mail messages to voice 
messages which can then be 
replayed. 

E-mail can also be 
forwarded to a fax machine 
as text or forwarded as voice 
messages to any e-mail 
address. They can then be 
replayed on any PC using 
JFax Audio software which 
is available free on tbe 
Internet. 

Fax headers are read by 
the JFax service and the 
whole fax can then be 
forwarded to the nearest fax 
machine if required. 
Voicemail can be forwarded 
to another telephone, such 
as an office number where a 
colleague can deal with an 
urgent request. 

New line of GSM 
modem products 

A new line or GSM modem 
products has been 
introduced by Simoco 
International, based in 
Cambridge, England, 
including a dual-band 
wireless modem which is 
capable of operating in two 
GSM frequency bands (900/ 
1800 MHz). This enables 
applications to be developed 
for diverse requirements 
ranging from alarm systems 
and database management 
vending machines and fleet 
control to home automation 
and remote diagnostics. 

The dual-band modem is 
ideally suited to mixed 
system solutions, interfacing 




The Motorola V3688, launched 
by Orange, weighs only 83g and 
is Orange's smallest and 
lightest phone to date 

GSM with GPS (Global 
Positioning System) 
technology or with telemetry 
terminals, and incorporating 
into personal digital 
assistants and laptop PCs. 

Applications can also 
include traffic control, 
surveillance, information 
services, data links to 
wireless payphones and 
PC-cards. in-vehicle 
navigation, building security 
systems, remote road sign 
updating, wireless network 
connection and access to tbe 
World Wide Web. 

Simoco’s portfolio now 
consists of analogue, digital 
Tetra (Terrestrial Trunked 
Radio) and GSM mobile 
communications equipment 
and services. 

Location system for 
GSM mobile phones 

The Cursor, an accurate 
location system for GSM 
mobile phones is scheduled 
to be launched by 
Cambridge Positioning 
Systems (CPSj later this 
year, after an extensive 
commercial trial in the 
summer. CPS, based in 
Cambridge. England, 
recently signed a handset 
deal with Maxon. a leading 
global handset and telecoms 
equipment supplier. 

Tbe Cursor uses existing 
cellular network 
infrastructure to determine 
the mobile phone's location. 
When a user calls selected 
sendee providers such as 
vehicle roadside assistance 
and travel information 
services. Cursor 
simultaneously sends data 
pinpointing the user’s 
location, accurate to I25m or 
better. In an example of 
roadside vehicle assistance, 
the service provider would 
use this data to locate the 


caller accurately and ensure 
assistance arrived promptly. 

Orange launches mini 
from Motorola 

Orange launched the 
Motorola v3SSS. Orange's 
smallest and lightest phone 
yet. with a dual-band 
capability enabling users to 
benefit from Orange's 
roaming agreements across 
Europe, Africa and much of 
Asia-Pacific. 

The phone neighs 83g and 
is EFR (enhanced full rate) 
compatible so users can take 
advantage of the fixed-line 
call quality available on 
Orange. It features graphic 
menus and a high definition 
graphic display, and gives up 5? 
to two hours’ talk time arid 
2!i days standby time. 

Equant unveils global 
IP products 

New global services 
employing internet 
Protocol-based technology 
were announced by Equant, 
a leading provider of 
seamless international data 
network services to ■ 
multinational businesses. 

Among the new services 
were: ■ ■ 

• iVAD (integrated voice 
and data) with off-net 
dialling integrates voice and 
data across a single access 
line and enables calls to be 
made off-net to. anywhere in 
the world using Equant's 
global data network. 

• High-speed PPP 
(point-to-point protocol) 

Dial-access service is being 
launched in more than 100 . 
cities with speeds of 56 .jsfci' 1 
kilobits per second via * 

public switched telephone 
networks, and L38kbs for 
users with ISDN (integrated 
services digital network) 
capability. 

Worldwide web hosting 
services 
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Global One, international 
joint venture of Deutsche 
Telekom, France Telecom 
and Sprint, announced the 
addition of Global Web 
Hosting services to its range 
of IP solutions. The new 
service will be offered 
globally with the opening of 
data centres in London, 
Tokyo. Hong Kong and Ska 
Paulo, in the coming 
months. Data centres are 
already operating in 
Germany and the US. 

Global Web Hosting allows 
businesses to rapidly build 
high-performance web sites 
to reach their current and 
prospective customers 
around the world. By - 
outsourcing their web 
operations to Global One, 
customers can focus on their 
core business. 
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2^j!l51 1r !Lf aB cen ? B m Dar4 * ngt °fi 1 north-east England, is one of the most modem in Europe. Orange is Darlington's biggest 
private employer with more than 1,350 staff working in its national paging service and mobile phone customer services 

CALL CENTRES by Priscilla Awde 


Travel company Thomas Cook offers call centre services to other businesses from its Global Servi ces cen tre in Peterborough, central 
England. The group can provide businesses and institutions with a 2 A-hour-a-day multi-lingual caH centre service 


Intelligent networks help telcos to expand services 

Moving intelligence into telecoms networks has advantages for all operators and will enlarge the role of call centres, making them more accessible to more companies 


Radical developments in call Web daily and users simply 
centre technology are mov- log on to see network level 
ing functions and manage- reports," says Andy Speller, 
rnent control systems from call centre consultant at 
enterprise level equipment Energis. "Managing peaks 
(installed at customers' call and troughs via the Web can 
centres), into telecoms net- be done in real time by 
works. looking up routeing data and 

Telcos are using Lntelli- changing traffic loads 
gent networks (IN), to between centres." 
expand their call centre ser- Sophisticated computer 
vices from supplying equip- telephony integration tCTD 
ment to adding features such with features such as call 
as enterprise- wide manage- routeing algorithms, auto- 
ment systems plus opera- mated di alling and “screen 
tional functions. IN involves popping" (where information 
distributing computers relevant to a call appears on 
throughout the telco net- agents’ screens as the phone 
work which, in call centre rings), are becoming part of 
applications, gather data telecoms operators' services, 
from equipment located at With IN, call centre manag- 
one or more sites. Informa- ere benefit from comprehen- 
tion can be collated from 500 sive and real time manage- 
agenls in 10 different cen- ment systems and greater 
tres. And unlik e enterprise- efficiency while companies 
based computers. IN creates save on the cost of routeing 
a comprehensive and real calls. All of which contrib- 
time picture of what is hap- utes to better customer ser- 


pe rung in multiple sites. 
“Using IN, we provide 


vice. 

“Companies want enter- 


daily. weekly or monthly prise resource management 
reports on actual calls, to provide value to custom- 
including those which ring ers-IN is a way of deliver- 
engaged. for a group of cen- ing it," says Richard Camp- 
tres. All the information is bell, managing director of 
delivered via the Web. Man- Template Software. “All 
agement reports are on the interfaces between busi- 


nesses and customers need 
to be integrated to proride a 
single communications inter- 
action with customers." 

Equipment located in cen- 
tres only logs calls which 
arrive at the site, giving no 
him of tbe numbers which 
do not get through. Manag- 
ers therefore only have a 
partial view of overall effi- 
ciency. IN offers one central 
system giving managers real 
time, multi-site control, 
accurate call routeing and 
fast system re-configuration 
resulting in more efficient 
network use. 

Calls are held in the net- 
work before being directed 
to the right agent, saving on 
incorrect routeing or unnec- 
essary long-distance calls 
(forwarding calls to the right 
agent after they are deliv- 
ered to centres means they 
have to be paid for twice). 
Interactive voice response 
dVR) messages can be 
played in the network and 
caffs queued until the right 
agent is free. 

“There are huge cost 
savings for enterprises and 
operators. Incoming calls 
trigger the IN system so they 
do not have to be taken 




Julio Bran- Melendez: ‘Some cafls are worth m3 Rons' 


down to the call centre, 
thereby saving on trunk 
time and alleviating network 
congestion. There is no need 
for such clever mechanisms 
down in the enterprise," 
says Dave Thorley, solutions 
marketing manager at Nor- 
tel Networks which sells 
telecoms network solutions. 
"IN is especially useful in 
networked centres with 
incompatible switches from 
many vendors." 

Given the burgeoning 
growth in call centres and 
their role in handling 
increasingly vital and com- 
plex functions for organisa- 


tions. IN will increase their 
value to business. 

“Critical questions for 
each company are how much 
is each call worth and how 
much is lost if the call is 
lost?" says Julio Bran-Melen- 
dez. director of business divi- 
sion. Ericsson. “Some calls 
are worth millions, so han- 
dling them within a telco 
environment, where there is 
real time overall network 
and call management, makes 
sense. 

“Worldwide. 70bn calls a 
year end in network-based 
call centres. Over half of 
new agent positions created 


globally will connect to intel- 
ligent networks and the 
trend is growing." 

Moving intelligence into 
telecoms networks makes it 
possible to manage multiple 
sites as one “virtual" centre, 
independent of location. 
Agents can work anywhere 
via a standard Integrated 
Services Digital Network 
(ISDN) line and company 
experts can be integrated 
into call centre work wher- 
ever they are based. Taking 
call centres to the agent is 
important in an industry 
where qualified staff are 
becoming scarce and attri- 
tion rates are high. 

IN has advantages for all 
operators and will enlarge 
the role of call centres, mak- 
ing them more accessible to 
more companies. Telcos will 
benefit from added revenues 
and less network congestion. 
Tim Bishop, product busi- 
ness manager at Siemens 
Communications, believes: 
“There is a sea change in tbe 
way call centres are being 
used - from transaction pro- 
cessing to routes, to know- 
ledge and advice. There Is a 
whole' growth in skills-based 
routeing tools which track 


agents’ expertise and profile 
callers' needs based on cus- 
tomer records." 

Outsourcing call centres is 
becoming popular and telco- 
based services mean that 
smaller organisations can 
add centres. Ram Pemrua- 
raju, solutions architect with 
Bellcore, says: “With IN 
functionality all in the net- 
work. companies do not have 
to keep up with technical 
changes - this is done by the 
telco. Small companies bene- 
fit because they could not 
otherwise afford to buy the 
software or hardware. 

While IN services are still 
new to telcos, there is plenty 
of interest because they 
make call centres easier to 
manage." 

Internet, intranet and 
e-mail functions are becom- 
ing part of call centres, both 
for access and for manage- 
ment systems. Rob Winder, 
product marketing manager. 
Genesys, says: “In future, 
any media will be a possible 
channel into a call centre. It 
could be digital television. IP 
voice, mobile connections or 
short messaging services. IP 
voice is a potential threat to 
IN and the capability exists 


to bring it into call centres 
and route it the same way as 
voice." 

Customers can make con- 
tact by e-mail, intranets or 
extranets or via hyperlinks 
from the Web. Dave Drewry. 
business development man- 
ager. BT Syntegra. says: 
“The Internet allows a cost 
saving, self-service function. 
Customers can access cen- 
tres via the Web. select ‘call 
me back' functions and 
agents push screens back to 
tbem. Organisations get a 
more holistic view of cus- 
tomers and can push infor- 
mation to them via PCs, 
mobile phones or personal 
organisers." 

In future, enterprise-based 
systems and IN will co-exist, 
some users favouring one 
over the other. “Companies 
whose core business is built 
around a call centre will 
always want to control their 
own technology and have 
equipment on site," says Jim 
de Placido. business develop- 
ment director with Royal- 
blue. "Overall, there will be 
more co-operation between 
enterprise solutions and tel- 
cos to provide more intelli- 
gent solutions." 
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MUCH MORE THAN B MOBILE PHONE 

3G technology will enable wireless communications in 
many new areas. Some visible to users. Same less visible. 

T he step to 3G will expand modem cards for portable com- 
tbe available bandwidth, and putera Imwvatiw: user interfaces 
transform the ’mobile phone" will allow people to control 
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into a totally new communica- 
tions concept 

There's likely to be a range 


their mobile communication 
services with voice commands. 
With the “telepbone-on-a- 


ot new wireless terminals used I card", 3G sendees will be built 


\ 


for different purposes. 


into business equipment, vehi- 


There will be videophones. des and househoM appliances, 
wrist communicators, and radio for dedicated applications. 
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T he first 3G operator Beerses are about tin be awarded. 
Soon we’d be able to surf the net, send e-mails with 
targe file attachments, watch video dips and hold 

multimedia meetings .- and, of course, talk - all from a 
single band-held device. We'H be able to be. permanently 
on-fins to a whole range of communication, information 
ami entertainment sendees - white mobfe. 

In .Europe, the first UMTS* radio spectrum licenses win 
bs awarded later this year, and trial UMTS networks are 
afready running. 

The system wifl provide users with wireless access at 
speeds of up to 2M*/a - some 40 tames faster than the 
typical modems we use to across the Internet today. 

The UMTS core network' is based on GSM - the world's 


most successful and widely deployed digital nniabtta 
standard. This simplifies interworking between the two 
standards, provides economies of scale in i nfras tr ucture 
and ter mi na ls , and dmpBfies service creation mid dehv- 
ery. UMTS users wiD get wide-area coverage from day one 
through national and international roaming uateg multi- 
band, mute-mode phones, ' 

Ericsson is firmly committed .to lead the devetepment. 
of this new technology to ensure that new and existing 
operators- can 'dafivsr attractive 3G services epaddy and 

cosbaffadivalyi 
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UMTS CENTERS SD LIVE 

Now that the technology for 3G wireless systems is taking 
shBpe, what are the service implications? 

‘TT’ohefp answer this question, i try. research and academic 


institutions, user groups, ser- 
vice provident and operators 
worldwide. 


G Ericsson has set up a global 
network of UMTS centers - in 
the UK, China. Germany. Italy, 
Japan and Sweden. 

The centers are open to exist- 
ing mobile phone operators 
and new candidates for UMTS 
licences. They give potential ; 
UMTS operators a real-world j 
insight into 3G services and > 
technology - enabling fast roll- I 
out of attractive services as i 
soon as possible after UMTS ! 
licenses are issued. ! 

Participants can exchange 1 
information on equal terms j 
with stakeholders from Indus- ' 


R HERD-STRRT ON THE RDRD TD 3G 

GEM mobile operators can introduce and develop the market 
for high-speed mutthnedia services before UMTS licenses 
become available. 


E ricsson lias developed a GSM 
network evolution strategy 
that gives today's operators an 
early opportunity to introduce 
high-speed mobile multimedia 
services - whether or not they 
win a new wideband radio 
license - in line with market 
demand. 

Before UMTS systems come to 

market, two i mpor t a nt enhance- 
ments are available to GSM 
operators to allow them to 
evolve their existing networks 
to fuD 3G capabilities. 

GPRS (General Packet Radio 
Services) is a packet switching 
technique that takes wireless 
communications into the data- 
corns world - allowing users 
to stay permanently on-line. 
It enhances the existing 
mobile network to give users 
increased data rates - up to 
115kbit/s. 


Edge is a high-speed radio 
modulation technique that 
enhances GPRS hy boosting 
user data rates to 3*4kbii/s 
land potentially higher). 

Operators who do win wide- 
j band UMTS radio licenses will 
! be able to “mix and match" 
I these two GSM enhancement 
| techniques within the same 
network infrastructure used 
for UMTS. 

; “Islands" of UMTS access couM 

j therefore sen e the main com- 
j menrial centers, with GPRL- and 
; Edge able to supporr 2G ser- 
j rices when users travel 10 
I other parts of the network. 

[ Users with multi-band, multi- 
mode terminals will be able Jo 
roam between the networks - 
or between wideband radio 
Islands" and the surrounding 
[ evolved fEdgej networks. - 
i with seamless connectivity. 


WHAT THE MARKET REALLY WANTS 

Ericsson has numerous research centers around the 
world engaged not only in 3G technology, but also in under- 
standing end-user needs and expectations 

U ltimately, the success of 3G l studies people’s needs for tele- 
services will rest not on ) corns services and works to 
pure tec hn ic a l capabiSties. but 1 quantity the likely pattern of 
on the usefulness and simptici- j market demand for TO *er- 
ty of the services themselves. . vices worldwide. 

| ■ Ericsson has established a J Out of these and other stud- 

number of initiatives around i ies. Ericsson is formulating 
the world to research and test j new product strategies, and 
3G services with the people : also developing tools that will 
who will actually use them. • help mobile operators take 

la the USA. there are two maximum advantage of the 
CyberLabs looking at "blue- new business, opportunities, 
skies" scenarios. One result < 
is a "WebOnAir" facility that , 
makes Internet access and j 
| browsing over a mobile device . 

I as fast as over a normal office ! 
i network. i 

‘ A ConsumerLab in Sweden 
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MARKET REPORT: PRE-PAID MOBILE by Christopher Price. 


COMPANY IN THE NEWS: OLIVETTI by Paul Betts in Milan 


Market is revitalised with Mobile phone venture was 
lure of pre-paid packages the company’s salvation 


Sales have taken off with the number of UK mobile users rising from 8.2m to 13m in 
1998. In Italy, sales have soared from 6.4m to 20.3m in the past three years 


In the world of mobile 
phones, with its multiplicity 
of operators and confusing 
tariff schedules, the pre-paid 
package is emerging as king. 

No monthly rental 
charges, no credit checks 
an<j no der ra m riin g contracts 
have proved hugely popular 
with a general public which 
is still somewhat intimidated 
by the prospect of choosing 
from the wide array of mod- 
els and contracts. 

In addition, the pre-boxed 
sets have opened up new 
channels to market, such as 
supermarkets, which have 
proved more convenient for 
potential customers. 

The result has been a big 
uplift to an already buoyant 
market. 

Take the UK market for 
example. The product's pene- 
tration during 1998 was such 
that a market where growth 
had been slowing down was 
revitalised. 

According to Continental 
Research, the telecoms con- 
sultancy, the UK mobile 
market grew by 77 per cent 
In 1995, dropping to 26 per 
cent in 1996 and faffing fur- 
ther still to 21.4 per cent the 
year after. 

However, last year, annual 
growth jumped to 57 per 
cent as pre-paid combined 
with tariff declines to stimu- 
late consumer demand: the 
number of UK mobile users 
rose from 8.2m to 13m in 
1998. 

The effect on the four UK 
operators - Vodafone. 
Orange, Cellnet and One-2- 
One-has been equally dra- 
matic. Some 23 per cent of 
all standard mobile users are 
now pre-paid. At One-2-One, 
the mobile subsidiary of 
Cable and Wireless and 
Media One. the proportion of 
pre-paid users has reached 
34 per cent 

In their post-Christmas 
trading statements, all four 
operators underlined the 
importance of pre paid. 
Vodafone, for example, 
added almost lm subscribers 
in the December quarter. 
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with 600,000 in December 
alone. In the equivalent 1997 
quarter, the total of new sub- 
scribers for ah four opera- 
tors was just 750,000. 

Chris Gent, Vodafone chief 
executive, said of the latest 
trading figures: The aston- 
ishing success of pre-paid 
services around the world 
has rapidly accelerated the 
growth in mobile phone mar- 
kets and greatly assisted us 
in achieving a record year 
for customer growth.” 

Continental Research says 
that pre-paid phones 
accounted for three-quarters 
of all mobile phone connec- 
tions in the three months to 
the end of December. 

In another important 
development, the consul- 
tancy says that the super- 
markets have emerged to 
challenge the dominance of 
Dixons’ Link chain in the 
retailing space. While the 
Link has a 15 per cent mar- 
ket share. Britain’s super- 
markets, in particular Asda 
and Tesco, account for a 14 
per cent share of the pre- 
paid market 

The operators have played 
their part in stimulating the 
new market. Cellnet. for 
example, caused ructions in 


November when it launched 
its “U” service in conjunc- 
tion with Asda, retailing at 
£69.99. This was some £30 
cheaper than other pre-paid 
packages and prompted 
other operators to change 
their offerings. Indeed such 
was the demand in the 
Christmas sales period that 
Asda ran out of Cellnet pre- 
paid phones. 

The U service was aimed 
at young adults, and Conti- 
nental notes in its report: 
“Nearly two-thirds of pre- 
paid customers are under 35. 
An estimated one million 
new subscribers are expec- 
ted over the next six 
months." 

Another market to benefit 
from the popularity of pre- 
paid is Italy. In the past 
throe years, the number of 
subscribers has jumped from 
6.4m to 20.3m, according to 
figures from Mobile Commu- 
nications. the Financial 
Times industry newsletter. 
This was the fastest increase 
in Europe and turned Italy 
into the largest mobile mar- 
ket in the region. 

Again, pre-paid is credited 
with much of the increase, 
some 40 per cent of Italians 
choosing the method, a pro- 


portion which analysts 
expect to continue to rise. 
And like the UK, pre-paid is 
particularly popular among 
the 20- to 35-year-old age 
bracket. 

Analysts believe the trend 
to see the mobile phone as 
much as a fashion item as a 
useful social tool accounts 
for its popularity among 
young Italians. Pre-paid 
phones can be swapped regu- 
larly, enabling users to 
change the style and colour 
of their handsets. 

For the handset manufac- 
turers, pre-paid has also 
been a fillip. Nokia and 
Ericsson, the region's two 
biggest mobile phone suppli- 
ers. have both credited the 
pre-paid explosion with 
underpinning record sales. 

However, while the decline 
in tariffs has enabled opera- 
tors to take advantage of the 
development of pre-paid, 
new initiatives in the mobile 
market suggest that frag- 
mentation is likely to occur 
as more services are added. 

For example, Nokia and 
Ericsson are both members 
of Symbian, an industry 
joint venture which aims to 
develop a standard operating 
system for the next genera- 
tion of mobile devices. This 
will see the convergence of 
GSM with a whole range of 
different products, from cal- 
culators to computers, and 
will revolutionise how 
people will communicate. 

But such developments 
will not come cheaply and 
analysts believe there will be 
a widening gap between the 
basic mobile phone user, and 
the user of added services, 
such as e-mail, fax and the 
Internet while on the move. 

Pre-paid will continue to 
flourish, underscored by its 
convenient price entry-point 
for consumers, its availabil- 
ity and flexibility. But opera- 
tors and suppliers are 
becoming as excited about 
the next driver for expan- 
sion - value-added services 
such as e-mail and messag- 
ing services. 


The key to Olivetti’s success was Omnite! - the mobile phone company started under 
Carlo De Benedetti to challenge Telecom Italia’s TIM cellular subsidiary 

Olivetti has undergone a r 
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themselves. Barely three he launched his audacious 

years ago, the input of tele- record-breaking pace. Italy Mannesmann of Germany. and highly-leveraged bid for 
corns in the company's reve- today is Europe's biggest Omnitel. the mobile tele- Telecom Italia, 
nues was virtually niL Now mobile telephone market: phone venture, became one "It was a unique opportu- 
Its mobile and fixed-line tele- one in five Italians now sub- of Italy’s biggest corporate nity and one worth taking, 
coins interests account for as scribe to a mobile service. start-up success stories, he said soon after launching 
much as 60 per cent of turn- Mr De Benedetti encour- Barely five years after its the bid at the end of Febru- 
over. If its bid for Telecom aged Roberto Colaninno. conception, the company is ary. "We wanted to grow in 
[talia. the privatised Italian bead of the Sogefi car com- already making strong prof- telecoms and with Telecom 
telecoms group five times its ponents group and part of its and is continuing to see Italia we had an opportunity 
size, is successful, Olivetti the De Benedetti industrial its number of subscribers right in our own back yard.” 
will become one of the empire, to take over as chief rise. Infostrada, .the fixed- Mr Colaninno is now 
world’s largest telecoms executive of Olivetti. Mr line venture, was launched attempting to_ woo Telecom 
groups, ranking tenth or Colaninno has spent file past on the market last year and Italia shareholders by sug- 
sleventh is the international two years reshaping and is already beating growth gesting he could apply the 
league tables. restructuring the company expectations. . same successful restructur- 

Tbe story begins in Sep- to return it first to financial Bat Olivetti's : agreements ing to the privatised group 
lember 1996 when Olivetti viability and then to position with Mannesmann meant as he has done at Olivetti, 
was in dire trouble^ Under it for growth. that ultimately the German His bid involves selling 

2arlo De Benedetti. its char- His first move was to shed company would end up in Olivetti’s existing telecoms 
smatic chairman and princi- the company’s loss-making interests to Mannesmann to 

help finance the Telecom 
Italia acquisition as well as 
' meet anti-trust require- 
ments. Whether he succeeds 
or not, by launching his bid 
he has already provoked an 
earthquake in the Italian 
business establishment. 
Italy’s corporate structure 
will never be quite the same. 

For Mr Co laninn o it is a 
calculated gamble. If he does 
not pull off the deal, he says 
he can always foil back on 
Omnitel and Infostrada. His 
agreement to sell control of 
these ventures to the Ger- 
man company hinges on the 
successful completion of his 
hostile takeover of Telecom 
Italia. Nonetheless, if he 

.... _ loses the battle. Olivetti’s 

ubsidiary in the Italian company's telecoms assets. Carlo De Benedetti: left the grand ambitions to take on 

aobile telephone market these were married into a company with a jewel in the the world of telecoms will "be 

hat has developed at a strategic partnership with form of CftwifM AP somewhat clipped. 


Olivetti has undergone a 
metamorphosis. The venera- 
ble Italian typewriter and 
computer company was on 
the verge of collapse two 
years ago. It subsequently 
transformed itself into essen- 
tially a telecommunications 
company. And now, after a 
remarkable financial recov- 
ery. it has launched the bold- 
est hostile takeover bid in 
Italian, indeed European, 
corporate history with a 
€53bn highly leveraged offer 
for Telecom Italia, its much 
bigger telecoms rival 

The figures speak for 
themselves. Barely three 
years ago, the input of tele- 
coms in the company's reve- 
nues was virtually niL Now 
Its mobile and fixed-line tele- 
coms interests account for as 
much as 60 per cent of turn- 
over. If its bid for Telecom 
Italia, the privatised Italian 
telecoms group five times its 
size, is successful, Olivetti 
will become one of the 
world's largest telecoms 
groups, ranking tenth or 
eleventh is the international 
league tables. 

The story begins in Sep- 
tember 1996 when Olivetti 
was in dire trouble^ Under 
Carlo De Benedetti. its char- 
ismatic chairman and princi- 
pal shareholder, the Italian 
company made international 
waves in its efforts to 
become a leading operator in 
the computer business and 
as a vehicle for Mr De Bene- 
detti's ambitions to expand 
his corporate empire. If Mr 
De Benedetti ultimately 
failed with Olivetti, he left 
the company with a jewel 
that has since proved to be 
the company's salvation and 
the launch pad for its ambi- 
tious attempt to become one 
of the world's leading tele- 
coms operators. 

The jewel was Omni- 
tel-the mobile phone ven- 
ture started under Mr De 
Benedetti to challenge Tele- 
com Italia's TIM cellular 
subsidiary in the Italian 
mobile telephone market 
that has developed at a 


record-breaking pace. Italy 
today is Europe's biggest 
mobile telephone market: 
one in five Italians now sub- 
scribe to a mobile service. 

Mr De Benedetti encour- 
aged Roberto Colaninno. 
bead of the Sogefi car com- 
ponents group and part of 
the De Benedetti industrial 
empire, to take over as chief 
executive of Olivetti. Mr 
Colaninno has spent the past 
two years reshaping and 
restructuring the company 
to return it first to financial 
viability and then to position 
it for growth. 

His first move was to shed 
the company’s loss-making 
personal computer 
operations and other non- 
core assets. The strategy was 
to recentre Olivetti around 
three core businesses: office 
equipment, information tech- 
nology services and tele- 
coms. 

However, it was soon clear 
that the main focus would be 
telecoms. The information 
technology business was 
reorganised and then pooled 
with Wang Laboratories of 
the US which took control of 
these operations with Oli- 
vetti taking an 18.5 per cent 
stake in Wang. 

The office equipment busi- 
ness forged a commercial 
partnership with Xerox of 
the US. As for the Italian 
company's telecoms assets, 
these were married into a 
strategic partnership with 


Mannesmann of Germany. 

OmniteL the mobile tele- 
phone venture, became one 
of Italy’s biggest corporate 
start-up success stories. 
Barely five years after its 
conception, the company is 
already making strong prof- 
its and is continuing to see 
its number of subscribers 
rise. Infostrada, .the fixed- 
line venture, was launched 
on the market last year and 
is already beating growth 
expectations. 

Bat Olivetti's ; agreements 
with Mannesmann meant 
that ultimately the German 
company would end up in 
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Carlo De Benedetti: left the 
company with a jewel in the 
form of OmnrOef > 
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2ND YEAR OF 

THE 
FINANCIAL 
TIMES GLOBAL 
TELECOMS 


RECOGNISING AND REWARDING 
EXCELLENCE AND INNOVATION IN THE 
GLOBAL TELECOMMUNICATIONS 
INDUSTRY. 


FINANCIAL TIMES 

Telecoms 


The Financial Tiroes Global Telecommunications Awards 
for 1999 will build on the ourscandiag success of the 1998 
event This year the awards gala dinner will be held in - 
Geneva on the 12ih of October during the industry's 
premier event, Telecom 99. Once again. Financial Times 
Telecoms will recognise and reward innovation and 
excellence across a range of categories encompassing foe 
companies, rechnok^ies. services and people tharhave 
contributed to the industry’s success throughout the year 
For more information about the FT Global 
Telecommunications Awards for 1999. or ro book your 
cable for the gala dinner contact Florence Durand- • 
Baudrit, Awards and Events Director for FT Business, at 

FT Telecoms, Maple House, 149 Tottenham Court 

Road, London WLP 9LL, England 

Td: +44 171 896 2370 

Faxs+44 171 896 2235 

E-mail: flormcexlBraiMl-baudrit^fLcom 
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A round-up of the telecoms industry: Joia Shillingford takes a look at the news, reviews and forthcoming events 


NEWS IN BRIEF 


Lucent in 

£17. 5m 

deal with 
free ISP 


Lucent Technologies is to 
supply The X-Stream Net- 
work. a UK-based Internet 
service provider, with Inter- 
net access technology and 
related services in a contract 
worth £l7.5m. 

X-Stream is a free Internet 
service with about 200.000 
subscribers. Its Internet traf- 
fic will be carried across a 
powerful network based on 
Lucent products including 
its Cajun Campus line of 
local-area-network switches. 
Packets tar IP portfolio and 
PortMaster remote access 
devices. 


Ericsson solution for 
VoIP in Spain 


Ericsson has signed an Slim 
agreement with UK-based 
telecoms operator Interoute 
to build a voice-over-iP net- 
work in Spain to carry both 
voice and data. This is tbe 
largest contract ever signed 
for voice-over-IP. according 
to Ericsson. 


Home from home 


Worried that your fridge 
isn't cold enough, while you 
sit at your PC at work? A 
new industry standard 
brings closer the day when 
you can control home appli- 
ances over the Net. 

The "Open Gateway” spec- 
ification is tbe first interface 
for connecting consumer and 
small business appliances 
with Internet services. Back- 
ers include Alcatel. Cable 
and Wireless. Electricite de 
France. Ericsson, IBM, 
Lucent and Philips. 


Telecoms to rise 
6.7 per cent 


Western Europe’s telecom- 
munications and informa- 
tion technology market will 
grow by 82 per cent in 1999 
and 7.5 per cent in 2000, 
down from nearly 9 per cent 
in 1998. according to the 
European Information Tech- 
nology Observatory (EITO). 
In its annual study. EITO 
sees the telecoms market 
expanding 6.7 per cent this 
year, with the IT market 
expected to grow 9.7 per cent 
in 1999 - the highest rate 
this decade. 

EITO says Europe 
accounts for 30 per cent of 
the world’s IT-telecoms mar- 
ket, which was valued at 
Ecul.4bn in 1998. 


Next generation 
networks 


A new report. Next Genera- 
tion Networks: Integrated IP 
Architectures, will be pub- 
lished later this month by 
telecoms consultancy Analy- 


sys. 


The report looks at IP 
products and how feasible it 
is for different types of oper- 
ator to make a rapid transi- 
tion to IP platforms. 


THINK TANK: BOOK REVIEW 


Shocks and surprises from ‘Masters of Wired World’ 

Companies and countries alike need to understand power better, says Alvin Toffler, one of the contributors. This book would be a good place to start 


You've heard of Tom Wolfe’s 
“Masters or the Uni- 
verse"* . . . now a new book 
by Anne Leer, strategy plan- 
ner at Oxford University 
Press, brings us “Masters of 
the Wired World”. 

Who are these masters? 
Everyone from Peter 
Mandelson. the MP known 
as the "Prince of Darkness" 
behind the Labour party's 
media machine, to Charles 
Handy, the UK’s most 
respected management 
writer, film maker David 
Puttnam. futurist Alvin Tof- 
fler and science fiction 
writer Arthur C Clarke. 
Each of them has contrib- 
uted a chapter. 


There is also a fair sprin- 
kling of European Commis- 
sion members including 
Karel Van Mien, who writes 
od competition and Martin 
Bangemann on the global 
online economy. 

For telco managers who 
can not sleep at night, tbe 
ominous-sounding essay on 
The twilight of telecommuni- 
cations: towards the Global 
Internet Infrastructure, could 
confirm their worst fears, 
courtesy of Denis Giihooly. 
senior adviser at the World 
Bank. 

Alvin ToiTler in Shocks. 
Waves and Power in the Digi- 
tal Age is even more scary. 
He argues that: "A Wired 


World requires a complete 
rc-think and major re-con- 
struction of society from top 
to bottom.” 

Mr Toffler believes we are 
moving to a trisected world 
with agrarian countries at 
the bottom, industrial 
nations in the middle and 
information-based economies 
at least temporarily at the 
top of tbe power hierarchy. 

“This shift," says Mr Tof- 
fler “to a trisected global 
power structure may well be 
the most destabilising conse- 
quence of the ThiTd Wave 
- the emergence of societies 
heavily based on digitalisa- 
tion and networks. 

"With industrialisation, 


TELECOMS FUTURES 


Talk your way 
through the 
World Wide Web 


Could the ordinary touch-tone telephone become the everyday 
Internet access device? Voice-enabled applications could soon 
be on the way 


Just as web browsers are 
becoming commonplace, 
they face competition from 
the human voice. US compa- 
nies Motorola. Lucent and 
AT&T are backing a stan- 
dard that will make the 
resources of the Internet’s 
World Wide Web available 
over the phone. 

Together they have formed 
tbe Voice extensible Markup 
Language CVXML) Forum. 
And 17 other companies 
from the Internet and com- 
munications markets have 
agreed to support it. 

The supporting companies 
include: 3Com, British Tele- 
communications, General 
Magic. Dragon Systems. 
Hewlett-Packard. IBM. Ler- 
nout & Hauspie. Nortel Net- 
“works and Philips. 

Internet sites will have to 
be specially adapted to pres- 
ent information in a way 
that will be clear to a lis- 
tener rather than a casual 
Internet surfer. But VXML 
hopes to standardise the way 
that this is done. 

"Just as standardisation of 
Hypertext Markup Language 
(HTML; drove the adoption 
of traditional Web sites, 
standardisation of VXML 
will drive the adoption of 
voice-enabled applications.” 
says Maria Martinez, 
vice-president and general 
manager. Internet and con- 
nectivity solutions division 
at US company Motorola. 

For example, a salesperson 
could dial into a corporate 
intranet from any phone and 
use “conversation" to 
receive current order-status 
data. 

Similarly, users could 
access Web-based weather or 
traffic information, banking, 
transaction sendees or other 
electronic commerce applica- 
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Motorola is one of pie companies which formed the Voice 
extensible Markup Language (VXML) Forum 


tions without touching a 
keyboard. 

“When people can interact 
with a Web application or an 
Internet Protocol -based ser- 
vice this way. the ordinary 
touch-tone phone literally 
becomes the ubiquitous 
Internet access device." says 
Larry Rabiner, vice-presi- 
dent of Research for AT&T 
Labs. 

A markup language is a 
high-level programming lan- 
guage that simplifies content 
development. To place an 
image on a Web page, for 
example, a programmer 
writes a simple instruction 
in HTML asking for a partic- 
ular image file to be dis- 
played. Alternatively, a 
developer could use VXML 
to programme a particular 
audio prompt to play over 
the phone. 


Next month, an initial 
VXML specification will he 
available for consultation 
and the Forum aims to sub- 
mit a final specification to 
the World Wide Web Consor- 
tium later this year. The ini- 
tial specification will be 
based on technologies devel- 
oped independently by 
AT&T, Lucent and Motorola. 

According to Dan Furma n , 
president of Lucent Speech 
Solutions: “VXML will have 
profound impacts on the way 
we the use the phone -and 
perhaps the design of phones 
themselves - as well as 
changing tbe nature and 
evolution of the Web." 

One thing is certain: no- 
one will put up with h a n ging 
on as long for information 
over the phone, as they cur- 
rently do when surfing the 
Net by PC. 


AGENDA 


Dates for your diary 


Oftel documents out in 
March include: the annual 
edition of Marketing 
Info r matio n: Payphones the 
Way Forward: BT Standard 
Services: Determination of 
Final Charges; Regulation of 
Premium Services 
(consultation document). 
March 18-19: 

GSM Latin America (Buenos 
Aires), IBC UK Conferences 
+44 (0)0171 453 5456 or fax 
+44 (0)171 636 1976. 

March 22-23: 

SDH in Central and Eastern 
Europe. Russia and the CIS 
(Prague), D3C UK 
Conferences +44 (0)171 453 
5456 or fax +44 (0)171 636 
1976. 

March 22-24: 

New Media Shopping and 
Electronic Services 
(London), IBC UK 
Conferences +44 (0)1 71 453 

5456 or fax +44 (0)171 636 

1976. 

Wireless Local Loop Latm 
America TO (Buenos Aires. 
Argentina), IBC UK 
Conferences +44 (0)171 453 
5456 or fax +44 (0)171 636 
1976. 

March 23-25: 

Intelligent Networks and tne 

. vicinn in 


March 24-26: 

Frequency Hopping and 


ri o 

Re-use in Mobile Networks 
(Amsterdam). Vision in 
Business +44 (0)171 747 5 441 
or fax +44 (0)171 839 3777. 
March 30-31: 

Global VSAT Summit 
(London). IBC UK 
Conferences +44 (0)171 453 
5456 or fax +44 (0)171 636 
1976. 

April 12-14: 

Internet and Digital 
Broadcasting Converged 
r. ro-inov Vicinn 1r 


Services (Paris). Vision in 
Business +44 (0)171 747 5441 
or fax +44 (0)171839 3777. 
April 14-16: 


Internet (London). Vision in 
Business +44 (0)171 747 5441 

or fax +44 (0)171 839 3777. 
Mobile Fixed Substitution 
(Amsterdam). IBC UK 
Conferences +44 (0)171 453 
5456: fax +44 (0)171 636 1976. 


Mobile internet TO (London), 
IBC UK Conferences +44 
(0)171 453 5466 or fax +44 
(0)171 636 1976. 

April 15-16: 

SIM '99 (London), IBC UK 
Conferences +44 (0)171 453 
5456 or fax +44 (0)171 636 
1976. 

April 19-20: 

European 

Telecommunications Law: is 

it Working (Brussels). IBC 
UK Conferences +44 (01171 
453 5456 or fax +44 (0)171 636 
1976- 

April 19-21: 

Long Run Incremental 
Costing (LRIC) and Cost 
Allocation for Interconnect 
Pricing (Belgium). Vision to 
Business +44(0)171 7475441 
or fax +44 (0)171 839 3777. 
April 26-27: 


The Internet Architecture 
and Internet Protocols 
(London). IBC UK 
Conferences +44 (0)171 453 
5456 or fax +44 (0)171 636 
1976. 

April 26-28: 

Developing Tariff Schemes 
for ATM Multiservice 
Networks (London), Vision 
In Business +44 (0)171 747 
5441 or fax +44 (0)171 839 
3777. 

Transfer Pricing for 
Telecoms. (Amsterdam), 
Vision in Business +44 (0)171 
747 5441 or fax +44 (0)171 839 
3777. 

April 26-29: 

Interconnection Latin 
America (Miami). IBC UK 
Conferences +44 (0)171 453 
5458 or Tax +44 10)171 636 
1976. 

April 27-29: 

Mobile Security and Fraud 
Prevention (London). IBC 
UK Conferences +44 (0)171 
453 5456 or fas +44 (0)171 636 
1976. 

April 28-29: TETRA 
(London), IBC UK 
Conferences +44 (0)171 453 
5456 or fax +44 (0)171 636 
1976. 

Mobiles and the 
Environment (London), IBC 
UK Conferences +44 (0)171 
453 5456 or fax +44 (0)171 636 
1976. 

UK Digital TV (London), IBC 
UK Conferences +44 (0)171 
453 5456. 


May 4-7: 

Global IP Summit (London), 
Vision in Business +44 (0)171 
747 5441 or fax +44 (0)171 639 
3777. 

May 17-18: 

Telecoms Regulation in 
Sub-Saharan Africa (Dar Es 
Salaam. Tanzania), Vision tn 
Business +44 (0)171 747 5441 
or fax +44 (0)171 B39 3777. 
Cyber Call Centres (London). 
The Yankee Group Europe 
+44 (0)1923 246511 or fax +44 
(0)1923 247566. 

May 19-20; 

Satellite and Cellular in 
Sub-Saharan Africa (Dar Es 
Salaam. Tanzania). Vision in 
Business +44 (0)171 747 5441 
or fax +44 (0)171 839 
3777. 

May 25-27: 

Intelligent Networks in 
Mobile Systems (London), 
Vision in Business +44 (0)171 
747 5441 or fax +44 (0)171 839 
3777. 

May 25-28: 

The Acceleration of 
Competition (Frankfurt), 
Beta (European Competitive 
Telecommunications 
Association +44 (0)118 988 
7034 or fax +44 (0)118 988 
7035. 

May 26-28: 

Competitive and Cost 
Effective Compensation 
Benefits in Telecoms 
(London), Vision in Business 
+44 (0)171 747 5441 or fax +44 
(0)1718393777. 




we eventually got the nation 
state in its ‘modem* form." 
says Mr Toffler. 

“What is happening now 
as we move towards a Third 
Wave global structure is a 
proliferation of additional 
significant players . . . Nation 
states are not necessarily 
going to disappear, 
but . . . their borders are 
becoming porous. 

“Not only does trade flow 
back and forth across the 
borders, but money Instanta- 
neously flits back and forth 
electronically. 

“Smoke spreads from 
Indonesia to Malaysia and 
Singapore, polluting their 
air. 


“Ideas and alien cultures 
can penetrate across tbe 

globe, whether a government 
wants them to or not.” 

What will take the place of 
the nation state? Mr Toffler 
believes there will be “Deep 
Coalitions” or multi-faceted 
alliances tn some ways 
resembling the “hodgepodge 
of political entities” that 
existed before the mid-seven- 
teenth century. 

For example, he says: 
“You may have three 
nations allied with two giant 
corporations, not to mention 
Greenpeace and three other 
civil society entities, backed, 
say. by the Vatican and so 
on and so on.” 


Mr Toffler says: “The 
Wired World is much more 
complex than the one we are 
leaving behind. 

“To succeed in this world, 
companies and countries 
alike need to understand 
power better - and the ways 
that the information revolu- 
tion is changing It” 

This book would be a good 

place to start. 

Masters of the Wired World 
1419 pages £l\99l is available 
from Financial Times Pit- 
man Publishing, telephone: 
+44 (01171 447 2000 in the UK 
or + 1 703 519 2171 in the US. 
(ISBN 0 273 635591 



: In Bonfire of the Vanities 


Alvin Toffler ‘Shocks, waves 
and power in the digital age 1 
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Indirect access for mobiles 
‘big step in right direction’ 


ACC Telecom suggests Oftel’ s next step should be to reinforce its 
opening up the mobile market by implementing new regulations by 

“We should see an mobile min utes. The retail- 
increase in mnKumpr choice minus pricing structure will 
driven by an explosive also enable mobile operators 


commitment to 

January 2000 


A recent consultation 
document, Customer choice: 
indirect access for mobile net- 
works, issued by Oftel. the 
UK telecoms regulator, rec- 
ommends that mobile phone 
operators open up their net- 
works to indirect access by 
independent service provid- 
ers, thereby promoting cus- 
tomer choice and value for 
money. 

“We believe this statement 
represents a major step 
towards open competition in 
the mobile market," writes 
Ray Wiltshire of ACC Tele- 
com, an international busi- 
ness call carrier owned by 
AT&T. “It could have as 
great an effect on the mobile 
industry as the introduction 
of indirect access services 
has had on the fixed market. 
[Indirect access In fixed tele- 
phony allows callers to con- 
nect to a network other than 
BTs by dialling a four-digit 
code.] 


growth in investment and 
technological development, 
which should give UK con- 
sumers more choice in ser- 
vices and price than any 
other country in Europe. 

“However. ACC has some 
concerns about Oftel's 
approach to the issue of pric- 
ing for independent vendors 
wanting to resell mobile air 
time. In the fixed market. 
Oftel requires BT to sell traf- 
fic at wholesale prices, 
en ahling a greater number of 
suppliers to offer indirect 
services. Yet Oftel does not 
advocate this pricing policy 
for the mobile market. 
Rather, its preferred option 
is for a “retail minus’ rate. 

“It is our belief that this 
rate will render it almost 
impossible for independent 
service providers to realise 
any margin for reselling 


to set their own charge 
rates, a potential disadvan- 
tage to the smaller provider. 

“Oftel argues that this will 
prevent a mass of new sup- 
pliers from emerging, eager 
to make a quick buck rather 
than invest in networks, 
quality and value-added ser- 
vices. However, ACC’s view 
is that increased choice will 
depend upon motivated sup- 
pliers being able to make a 
reasonable return on their 
initial investments. So tbe 
potential benefits of Oftel’s 
proposal could be lost. 

“In addition, access to 
wholesale rates in the fixed- 
line market has not pre- 
vented a large number of 
operators investing in UK 
infrastructure. ACC alone 
has invested more than £60m 
in the UK since 1994. 

“The document also sug- 


gests that the provision of 
wholesale airtime should 
only apply to those operators 
deemed to have "market 
power", whereas ACC- Teels 
that any regulatory change 
should apply tu all the 
mobile operators. 

“Oftel's document has one 
further omission - there is 
no indication of the timing 
for implementation of the 
new regulation. But Oftel 
has said it will monitor the 
mobile network over the 
next 12 months and publish 
a full review in September 
2U0G. ACC is keen for this to 
happen by January 20"Ci 
because it views this as a 
more realistic timetable for a 
response, and one which is 
in the customer's interest. It 
believes that Oftel’s next 
step should be to reinforce 
its commitment to opening 
up the mobile market by 
putting such a timescale in 
place. 
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Maximise the business potential 
for converged new services 


Mobile Communications (Newsletter) 

Do you need the latest cellular subscriber figures at your fingertips? Each issue offers advance 
warning of new cellular subscriber tariffs and features news, data and analysis on new 
licenses, emerging markets, technological advances and billing and customer service 
innovations. 

Frequency: 23 Issues per year Editor Neil McCartney Price: £B95/US$1432/€l 289 


Telecom Markets (Newsletter) 

Every fortnight Telecom Markets masters the burning issues and provides powerful 
distillation of crucial events in global telecom markets. Subscribers benefit from incisive 
news, data and comment on new licences, liberalising legislation, privatisations, 
technological advances, emerging markets, player profiles, and much more. 
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O Mobile Telephony (Management Report) 

New for 1999, Mobile Telephony is a penetrating analysis of activity in global mobile 
telephony markets, evaluating critical strategies as the industry makes the transition to fully 
Hedged third generation systems. 

Published: April 1899 Author: Colin Sami Price: £48S/US$792/€71 3 


Exploiting the New Telecoms Revenue Streams (Management Report) 

How can you capitalise on the opportunities of new telecoms revenue streams? Providing 
working materia! for successful solutions for developing and marketing new revenue streams, 
the report details the service strategies of leading telecoms operators and explores how 
industry-wide developments are shaping revenue growth. 

Published: February 1 999 Author: Robert Dl Dednao Price: EA95/USS792/€713 
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The relentless pace of change in 
the global telecommunications 
business bas created, and will 
continue to create, confusion and 
uncertainty. The key trends 
responsible for shaping tomor- 
row’s industry are being to some 
extent obscured: it is often diffi- 
cult to see the telecoms wood for 
mobile phone antennae disguised 
as trees. 

There are. nevertheless, con- 
vulsions on a grand scale within 
the industry. As Denis Gilhooty, 
a senior adviser to the World 
Bank noted recently*: “Nowhere 
is the trauma of adjustment 
being felt more keenly than 
within the communications 
industry itself. After more than a 
century of stable development, 
the structure of the telecoms 
value chain is undergoing total 
transformation - and it is hap- 
pening in real time." 

Tim Hills arid David Cleevely 
of the Cambridge. OK, consul- 
tancy Analysys point out**: 
"Telecoms is currently unique -in 
the way it combines rapid and 
bugs, changes with the: extent of 
their impact through an ever- 
growing global network of con- 
nectivity of people and processes. 

“Part of this dynamism has 
erupted in the immense wave of 
corporate mergers and restruct- 
urings currently engulfing the 
telecoms industry." 

The principal commercial 
developments driving these pro- 
found cbanges are the demand 
Tor ever-increasing bandwidth to 
support data transmission and 
the mobile phone business, which 
has experienced staggering 
growth across the globe. These 
are becoming the cornerstones of 
the new industry. 
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Dynamic growth shapes 
industry of tomorrow 

Demand for ever-increasing bandwidth to support data transmission and the staggering worldwide 
growth of mobile phone business are the catalysts for profound changes. Alan Cane reports 


Among the plethora of multim- 
illion-dollar mergers which have 
characterised the industry in the 
past few years, the planned S62bn 
acquisition of AirTouch of the US 
by Vodafone, the UK's largest 
mobile operator, bas special sig- 
nificance. It will create the 
world’s first truly global mobile 
phone company, able to carry 
calls on its own networks in 
Europe, Asia and parts of tbe US. 

Its emergence -and the deal is 
not completed yet - begs tbe 
question whether customers will 
be better served by companies 
offering only cellular operations 
or so-called “converged" compa- 
nies whicb offer both fixed and 
mobile services with the econo- 
mies of scale available from sin- 
gle billing and customer care. 

Hugh Small, telecoms specialist 
with the consultancy A.T. Kear- 
ney, raises the interesting idea 
that mobile networks may be the 
answer to. tbe problem of the 
“local loop", the final copper con- 
nection between exchange and 
tbe home or office that creates a 
bottleneck in telecoms networks 
effectively stifling competition. 


The marginal cost of carrying 
additional fixed traffic on a cellu- 
lar network can be low. Mr Small 
argues: “A cellular network ear- 
ning additional fixed traffic at 
negligible marginal cost and at 
prices competitive against the 
fixed network will always be 
more successful than a pure 
mobile network. That is why 
•fixed-mobile' convergence will 
cause mobile networks to' replace 
fixed connections rather than 
complementing tfiem be says. 

Whether or not Mr Small's idea 
can help to open up markets 
where competition is slow to 
develop, it seems unlikely that 
other mobile operators can allow 
Vodafone-AirTouch to rule the 
international airwaves for long. 

Meanwhile, late last year. Irid- 
ium. a consortium led by Moto- 
rola of the US, launched the first 
satellite services to hand-held 
mobile phones, opening the pros- 
pect of communication from any 
point on the world’s surface. 

There has been intense specu- 
lation over the likely market and 
the number of operators who 
could profit from such ventures. 


Competitors waiting in the wings 
include GlobalStar and ICO who 
expect to compete their satellite 
constellations over the next two 
years. 

Important improvements in 
conventional cellular services 
coupled with high initial costs 
have depressed early demand, 
however, suggesting operators' 
predictions may have been opti- 
mistic. 

There has been the beginning 
of a huge increase in the amount 
of bandwidth available in the 
world’s networks, driven chiefly 
by the demands of the Internet. 
According to Greg Clarke, newly 
appointed managing director of 
Cable and Wireless Communica- 
tions in the UK. the company is 
supplying business customers 
today with single lines of greater 
capacity than its entire network 
of a few years ago. 

The latest transatlantic fibre 
optic cable. TAT-14, being laid by- 
France Telecom and Deutsche 
Telekom will have a planned 
capacity of 640 billion bits of 
information a second by 2000 . 

The capacity of all of this 
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newly installed fibre can be 
increased many times by a now 
technology, dense wavelength 
division multiplexing, which 
enables individual colours of 
light to carry bit streams of infor- 
mation. 

Pioneered by companies includ- 
ing Ciena, a specialist in optical 
networking, and Lucent, tbe 
world's largest telecoms equip- 
ment manufacturer, the technol- 
ogy promises to increase tbe 
capacity of a fibre optic “pipe” by 
anything from eight to more than 
50 times. 

For the most part, however, 
these pipes will not earn- conver- 
sations but data. Traditional tele- 
coms equipment manufacturers, 
with their strengths in analogue 
voice switching, are increasingly 
under threat from computer net- 
working companies with experi- 
ence of data transmission. 

This explains the flurry of 
mergers and alliances with com- 
puter networking groups - North- 
ern Telecom, the Canadian 
group, became Nortel Networks 
after the assimilation of Bay Net- 
works: Lucent of the US acquired 


Ascend, another North American 
manufacturer, in an attempt so 
become the "undeniable leader" 
in the market for next generation 
networks. 

The coldest winds have been 
felt by the operators, however. 
Tim Hills and David Cleevely in 
their study argue that all vupoli- 
ers of telecoms services are: "par- 
ticipating in a globalised, highly 
competitive and highly dynamic 
environment". 

They identify four staves on 
the route to a new industry stroc- 
ture: 

• First, a period of expansion 
during which new participants 
enter tbe market as a result of 
liberalisation while incumbent 
operators remain essentially 
independent national organisa- 
tions. This is clearly the case in. 
say. Germany and tbe L'K whore 
the former monopolists retain 
their dominance hut face an 
army of new competitors. 

• Second, an agglomeration 
phase when there is increased 
emphasis on global consider- 
ations and consolidation occurs 
through alliances, mergers or 


acquisitions. Examples include 
the formation of C&WC in tbe 
UK from Mercury Communica- 
tions and three cable television 
groups, or the merger of Telia of 
Sweden and Telenor of Norway. 

• Third, a period of what Hills 
and Cleevely call competitive rev- 
olution. a period of jostling for 
position during which many sup- 
pliers will be forced to regroup or 
restructure, and; 

0 Fourth, tbe emergence of a 
new industry structure from the 
previous complex and confusing 
period. 

Hills ,;nd Cleevely foresee the 
survival ■<!' :i group of operators 
including a handful of suppliers 
capable oi transporting telecoms 
globally at ultra-low costs, a few 
full-service suppliers operating 
globally and a number of sped 
alised network suppliers includ- 
ing. fer example, mobile phone 
operators. 

The;, also predict the emer- 
gence and survival of rather 
larger numbers of niche opera- 
tors v.ith specialist skills and 
market ac-.ess and the ability to 
tolerate lower margins than the 
global suppliers. 

It will mean significant realign- 
ments among the combatants on 
the global battlefield. 

And. as tne the recent takeover 
battle for Telecom Italia. 
Europe's sixth-largest operator, 
that even the largest are vulnera- 
ble and none can afford to rest on 
its laurels. 

* Masters of the Wired World, 
edited by Anne Leer, FT Pitman 
Publishing. 

** Global Turf Wars, Tim Hills 
and David Cleevely. Analysys 
Publications. Suite 2. Quayside. 
Cambridge CBS SAB, UK 
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ALAN CANE 

VIEWPOINT 


Even new operators can be 
caught out by the speed 
of technological progress 


PA Consulting suggests in a 
recent study that internet 
Protocol (IP), the 
interconnection rules 
underlying the public 
Internet, represents a threat 
to the long-term growth of 
today’s leading 
tdecommun i cations 
companies. 

Its argument is that IP 
seems certain to be the 
technology of choice for 
tomorrow's high capacity 
communications networks. 
New operators, it says, 
taking advantage of the 
opportunities afforded by 
market liberalisation, are 
betting heavily that this will 
be the case. 

'Incumbent telecoms 
operators, burdened with 
legacy infrastructure, have 
been slow to embrace IP 
fully,” it goes on. concluding: 
“Every aspect of the 
telecoms operators' 
business is under fire”. 

In business voice 
telephony, it notes. IP 
continues to make in-roads 
while conventional data 
services such as frame relay 
and asynchronous transfer 
mode (ATM) will face 
increasing pressure from IP. 
Even Yellow Pages is under 
threat “This franchise used 
not to face any serious 
competition. Today, the 
entire Web is one big Yellow 
Pages. The quality of on-line 
local search and access to 
them continues to broaden”. 

These are not new 
observations, but they 
provide a basis and 
explanation for the new 
willingness of former 
monopoly operators to move 
into IP. AT&T of the US and 
British Telecommunications, 
for example, are 
collaborating to build a 
global, IP-based, data 
network which they intend to 
open to other operators. 
Deutsche Telekom and 
France Telecom have similar 


plans. Cisco Systems, the 
US-based world leader in 
the manufacture of the data 
communications equipment 
that underpins IP, is building 
a national IP network for 

Telia, the Swedish national 
operator, a move which 
marks the first move into 
national-scale network 
project management for the 
US company. 

Just as significant, the 
deal is structured as a 
sale-and-Ieaseback 
arrangement which will help 
Telia to finance its move into 
tomorrow's networking world 
while - and crucially 
- freeing it from the need to 
make increasingly difficult 
technological choices as the 
network develops. 

What is becoming rapidly 
apparent, however, is that 
even sophisticated new 
operators are being caught 
by the speed of 
technological progress. 
Consider, for example, Colt 
Telecoms, a UK-based 
operator established in 1992 
which provides services to 
governmental and corporate 
customers in Europe's 
leading business centres. 

It has been building fibre 
optic rings around these 
centres, enabling it to 
connect directly to its 
customers and avoid the 
cost and inconvenience of 
connecting through BTs 
local loop. Its 

stratosphericalfy high share 
price reflects the value the 
market attaches to this 
capability. It is also an 
extremely well-run company. 
The advanced technology in 
its networks gives it a 
powerful cost advantage 
over traditional operators. 

Last month, however, it 
made an unexpected call for 
£500m in new capital to 
fund, among other activities, 
the development of IP 
technology connections 
between its metropolitan 


networks - what some call 
the “egg and string” 

approach. The logic is that 

ownership of the networking 
assets confers benefits of ' 
low cost and quality control 
denied those who merely 
lease infrastructure. 

But even in the few short 
years in which Colt has been 
operating, the market 
fundamentals have changed. 
Newer entrants with even 
newer technology than Colt 
are threatening to undermine 
its busine ss m odel. Among 
these are GTS, the US 
group which owns Hermes, 
the pan-European carriers' 
carrier, and Level 3, a new 
US carrier. 

According to Paul Sharma 
and Chris Godsmark, 
telecoms analysts at brokers 
Henderson Crosthwa/te, 

Level 3 should prove a 
formidable competitor for 
Colt They point out that it is 
designing its network to be 
purely IP-based. It wifi have 
an aggressive pricing policy, 
intending to reduce prices of 
leased circuits by 50 per 
cent or more. 

its approach to technology 
bears careful analysis, 
however. It intends to 
replace the electronics in its 
network every three years 
wifh a depreciation policy to 
match, it expects to replace 
the fibre in its conduits with 
new glass every five years: 

Level 3 may be the first of 
the new operators fully to 
leverage the economics of 
the new telecoms. 

The lessons are dear. If an 
astute operator such as Colt 
can be overtaken by events, 
so can anyone. The strategy 
must therefore be 
technologically to renew the 
company every three to five 
years along the Level 3 
model or leave the 
risk-taking to a third party 
- as Teiia-seems to be doing 
in its ground-breaking 
venture with'Cisrio.' J 
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Two weeks that shook the sector 


The man behind the Vodafone-AirTouch deal explains why the merger is so significant for the telecoms 
sector - and outlines some of the opportunities for revenue growth 


For the first few weeks of 
this year, Chris Gent, the 
unassumin g chief executive 
of Vodafone, the UK’s largest 
cellular phone group, 
enjoyed more media expo- 
sure than at any tima in a 
career spanning more than 
three decades. 

The reason was, as any- 
body with an interest In tele- 
communications now knows, 
Vodafone's buccaneering 
and ultimately successful 
$62bn bid for the hand of 
AirTouch. a leading US cel- 
lular operator. - 

In the process, it saw off 
Bell Atlantic, a large US 
regional phone company 
which had set the takeover 
ball rolling with a bid of 
$45bn, hoping, it seems, to 
create a pan-American fixed 
and mobile telephone com- 
pany. 

Vodafone’s successful bid 
was significant for two rea- 
sons. First, because from it 
will emerge the first inde- 
pendent mobile phone group 
with global reach. “No other 
pure play in cellular tele- 
phony will come close to us** 
Mr Gent rfahneri, speaking 
to the Financial Times th» 
day after Vodafone’s bid was 
accepted. “It could be quite 
difficult to create a compara- 
ble group." he said, going on 
to point out that competition 
would nevertheless be formi- 
dable. 

“It is up to us to make 
some thing out of this combi- 
nation which will give us a 
market advantage, but there 
is no reason why. for exam- 
ple. Deutsche Telekom and 
France Telecom, which have 
been working increasingly 
closer together, should not 
form a formidable competi- 
tor." 

Telecom Italia Mobile. 
Europe's largest cellular 
operator with 14.4m sub- 
scribers at the beginning of 
the year, is another competi- 
tor Mr Gent takes seriously. 

But he is not impressed by 
those who see the conver- 
gence of fixed and mobile 
operations as the key to the 



Chris Gant (right) with Sam Ohm at the Vodafone-AirTouch merger announcement In London 


fixed-wire operators trying 
to defend their patch," he 
sniffs. 

Mr Gent's view stems from 
a belief in the importance of 
the mobile phone as the 
ideal medium for person-to- 
person contact. He is con- 
vinced that mobile phones 
wifi substitute for the fixed 
variety within a few years, 
estimating penetration levels 
(number of phones per head 
of population) at between 60 
per cent and 70 per cent in 
the developed world by the 
early years of the next mfl- 
lennium. 

A combined Vodafone and 
AirTouch would, moreover, 
have substantial market 
power affecting every aspect 
of the business from the 
basic technology to equip- 
ment costs. Mr Gent's own 
estimates suggest that the 
combined operation should 
save some £2 00m a year 
through economies of scale 
in purc hasing . 

He attaches more impor- 
tance, however, to what he 
describes as the “soft syner- 
gies”: 

“We see additional oppor- 
tunities for revenue growth 
out of services provided to 


corporate customers. Our 
federation of networks in 
each country in which we 
operate should become the 
preferred option if we can 
structure tariff plans that 
are advantageous for our 
business customers - better 
roaming charges and that 
sort of thing.” 

He sees similar benefits 
accruing to residential cus- 
tomers with the continued 
trend to staying in touch 
while holidaying abroad. 

An .immediate objective 
will be to influence the 
choice of technology for the 
advanced mobile data ser- 
vices - described as “third 
generation mobile” - which 
are expected to be launched 
around 2002. “We will work 
with AirTouch to develop a 
roaming capability that 
really works between the US 
and Europe." 

The second significant 
point in the AirTouch deal is 
the light it sheds on the abil- 
ity of a UK company to act 
decisively when it matters. 

It is now the stuff of corpo- 
rate legend that Mr Gent 
was in the Antipodes attend- 
ing board meetings of Voda- 
fone's Australian and 


New Zealand subsidiaries 
and, incidentally, watching a 
little cricket, when Bell 
Atlantic made its move. 

What has attracted less 
notice is that Mr Gent was 
playing his cards' virtually 
blind, without access to Air- 
Touch’s books or foreknowl- 
edge of Bell Atlantic's bid- 
ding strategy*. 

“We felt vindicated by 
market reaction to the state- 
ment we made saying we 
were in discussions with Air- 
Touch. 

“Our shares went up: Bell 
Atlantic's went down. But 
Vodafone and AirTouch are 
two of the most analysed 
companies in the business. 

“Because we have been 
listed in the US for the past 
10 years, we have been 
talking to the US investment 
community for a long time 
and are well known there.” 

Mr Gent says Vodafone 
and AirTouch both felt they 
were becoming involved in 
something novel and sperial. 
In a way it had to be. to 
justify writing off about 
£2.2bn a year in good- 
will - the price paid over 
and above book value -for 
the nest 15-20 years: “It will 


in 


“We like Africa." he Bays. “It 
is exciting. But on a 'gross 
domestic product basis we 
are already in many of the 
best places." ' 

The merger has, of course, 
to be made to work and that 
means mutual understand- 
ing and communication. 

Mr Gent gleefully points to 
the potential for misunder- 
standing. “What a lot we’ve 
accomplished in a fortnight,” 
he told Sam Ginn. AirTouch 
chief executive, at the con- 
clusion of the deal. “What is 
a fortnight?" came the puz- 
zled response from an 
English-speaker who had 
never heard two weeks so 
described. 


ON THE LINE: Graham Wallace, chief executive of Cable and Wireless by Joia Shillingford 


future. He sees it more as 
flavour of the month: “Most 
of the talk about fixed-mo- 
bile- convergence comes from-* 


A new approach to the 
unification of Europe 
is on the horizon 


Spacenet Europe offers a new 
way to bring Europeans closer than 
ever before - satellite-based 
communications networks L 
Companies and institutions with 
Pan-European activities can benefit 
from the increasingly liberal 
regulatory environment by utilising 
the communications infrastructure 


that knows no borders. 


Spacenet 

Europe 



Mr Convergence gets the 


almost predictable call-up 


C&W's new chief believes the most important trend for the company is i the Interne! jn 
its broadest sense - not just access via the phone or digital TV, biit..also .lP3el^hC^iy 


Over the years, Spacenet Europe 
has built a solid reputation for 
reliable, cost-effective communi- 
cations and a firm commitment to 
service and maintenance. 

Today, after the recent merger with 
Gilat Satellite Networks. Spacenet 
Europe offers a wider array of products and services than ever before, 
including solutions for banking, point-of-sale, paging, telephony and 
broadband multimedia applications such as interactive remote training and 
Intranet-access. 

Whether your needs are worldwide, Pan-European or country-specific, 
the solution is right in your backyard at Spacenet Europe. 
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It is easy to see why Graham* 
Wallace was'chosen as chief 
executive of 'Gable and Wire- 
less. He has a background in 
TV, IT antf telecoms at a 
time when convergence is 
the next big thing, and be 
loves predicting the future. • 
I Nqt_ only that, . butU&W; 
knows him well'. ’ 

Mr Wallace joins C&W 
after a two-year stint as 
chief executive of Cable & 
Wireless Communications 
(C&WC), the company’ 
fonned from three cable TV ‘ 
companies and fixed-line 
telecoms operator Mercury.. 
He arrives at C&W after the 
sudden departure last 
December of American 
whirlwind Dick Brown, who 
now runs US computer ser- 
vices company EDS. 

• Mr Brown will be a hard 
act to follow because in his 
brief time at C&W he sharp- 
ened up the company, instill- ' 
ing a culture of long hours, 
rapid deals and weekend . 
phone calls to staff at home. 
So what is the future for 
C&W with Mr Wallace at the 
helm? “The most important 
-trend for the company is the 
Internet in its broadest 
sense.” says Mr Wallace. 

By this he means not just 
access to the Internet via the 
phone or digital TV, but also 
Internet Protocol telephony 
-the sending of voice as 
packets of data. He sees big 
bandwidth applications such 
as videoon-demand and the 
Internet filling the coffers of 
telecoms operators (telcos) 
with up-to-date networks. 

But ■ surely as network 
capacity increases, prices 
will fell? Not necessarily. Mr 
Wallace says: “It depends on 
supply and demand and tel- 
cos have consistently under- 
estimated demand for data 
capacity." He points to Met- 
calfe's law, which says that 
communication increases 
exponentially, once a mode 
of communication reaches 
critical mass. In other words, 
as more people join the 
Internet the average level of 
use will rise because there 
are more people to “talk" to. 
For the biggest telcos, this 
could be a licence to print 
money. 

“You’ve already got your 
Internet backbone installed 
and now you can generate 
even more revenue from it.” 
adds Mr Wallace. This is per- 
tinent for C&W, which 
bought MCt'S Internet back- 
bone network. At C&WC. 



Graham Wafece C&WC's results show he can deliver 


which is 53 per cent owned 
by C&W, Mr W alla ce proved 
himself as a marketeer by 
successfully selling a cable 
TV and a telephone line as a 
single package called Access. 
This gives UK users 10 TV 
channels (including the five 
terrestrial ones! and a phone 
line for £9.99 a month - just 
£1 more than the cost of BT 
phone line rental. 

The package helped C&WC 
increase cable TV penetra- 
tion by 0.6 per cent to 26.9 
per cent and reduce churn. 
And it helped the company 
compete against Sky Digital 
from BSkyB. BSkyB offers 10 
channels for £6.99 on Sky 
Digital’s lowest tariff. 

Mr Wallace also helped 
C&WC gear up for digital 
TV, which it plans to Intro- 
duce this spring, and demon-, 
strafe in the next month or 
so. He expects digital TV to 
be a raoneyspinner for 
C&WC. 

The company’s current 
video-on-demand service, 
where users can pick from 
films shown on Sky Box 
Office’s four analogue chan- 
nels. is proving popular. But 
pay-per-view revenues will 
increase when C&WC can let 
customers choose from Sky 
Digital's Box Office, which 
has more film channels 

Mr Wallace says: “The big- 


ger the choice of movies you 
give viewers, the more they 
spend on pay-per-view. This 
theory has been proved at 
BSkyB, which has seen pay- 
per-view revenues rise since 
it introduced Sky DigitaL" 

C&WC's digital TV service 
will be expanded to a full 
interactive television service 
by the end or the year, 
according to Mr Wallace. Its 
NCI-made set-top boxes have 
built-in cable modems so 
customers will eventually be 
able to surf the Internet at 
high speed. Better still, for 
the technically literate, 
users will be able to plug a 
personal computer into the 
set-top box and use that to 
surf the Net -at the same 
time as they watch TV if 
they want to. 

C&WC’s results show that 
Mr Wallace, an engineering 
graduate of London Univer- 
sity’s Imperial College, can 
deliver. During his time at 
C&WC, the company's mar- 
ket capitalisation more than 
doubled to more than fiiobo. 
By contrast, C&W is a £7.3bn 
turnover company with a 
market capitalisation or 
£19bn_ ft will prove a bigger 
challenge because the com- 
pany may become isolated or 
a takeover target without a 
strong international alliance, 
or even a merger. 
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take three and a bit years to 
gat bact totije kmdycf prof- 
its we have beet* useef to, - ". 
Mr Gent says philosophi- 
cally. > ■' ■' ; 

- The write-off is a conse- 
quence of current account- 
ing practices; in earlier 
times, goodwill would'have 
been written' ' off ■ against 

ElSS6t$. " * ' i* * e . 

Mr Gent says: “We wiH.be 
measured- / on bar - %bitda 1 
(earnings ^before Interest, 
tax. depreciation and amorti- 
sation) contribution. -Kt will 
be the cash flow perfor- 
mance that will Want- Cash 
is king and we will be gener- 
ating by the bucketful 

in this business.” ■ ■ • 

Mr Gent is determined to 
avoid the 1 pitfall which has. 
trapped many UK businesses 
with US acquisitions:/^! drill 
have to spent a fair amount 
of time in the US." he says. 

“I envisage being there for 
at least a week a mdath for 
the first couple of years. So 
many times UK companies 
have taken on US tdyest- 
ments and not given! rihem 
enough attention:" • ■- 

The price he was' prepared 
to pay for AirTouchrwas set 
at a level leaving some head- 
room for further acquisitions 
the US -and -elsewhere. 


ft 


C&W might be able to 
bring its Chinese exposure 
to a potential aDiance, at the 
same time filling in some 
gaps in its. international cov- 
erage. Mr Wallace is too neiy^: 



dUi TTfumu: to luu lltiWir. 

to the job, however." to .saw. 
what changes be will make. 
His current plan is to con- 
' tmue^tek^firowtr's- -strategy 
of divesting stakes to compa- 
nies where C&W does not 
have a majority stake or 
strong influence.- 

A • former Granatbr board 
director-, Mr> Wallace-helped 
negotiate the Britis h Satel- 
lite .Broadcasting-Sky 
merger, sitting’ on the Sky 

board, for a while ^p; oversee 
the integration of Hie two 
companies. He was also at 
Granada, during .the -buy-out 
of London Weekend Televi- 
sion (LWT) and. in. his 10 
years there carried, out a 
number , of roles including 
finance director and man- 
ager of the 'company’s 
national and international 
TV cental business ! ' 

Despite his ' background. 

Mr Wallace does' hot see a 
role for telcos such as C&W- 
C&WC in producing their 
•own content. “We're -in the 
distribution business.” he 
says. “We might see some 
opportunities for. local con- 
tent, but we certainly 
wouldn't be interested in 
buying a Hollywood Studio." 

Likely next moves for 

stake in came TV company 
Telewest if. AT&y decides to 
sell its 2L6 per cent holding 
(to help get approval for its 
tie-up with BT), Or ft might 
buy additional cable fran- 
chises such ’ as ' Westminster 
Cable. Mr Wallace’s attitude 
at C&WC was -that ‘“we’re 
always interested in ; making 
acquisitions rat - the right 
price; that- will < increase 
shareholder value. 

Meanwhile, wider 'Conver- 
gence continues apace. 
Microsoft - has just, taken a 
stake in NTL, the other lead- 
ing UK cable operator, per- 
haps with, the intgqtion of 
using It as & testbed for 
interactive 1 digital applica- 
tions. And this could indi- 
cate that some more conver- 
gence between " telecoms, 
cable TV qrid other Indus- 
tries Is on* the way7~'' 

Mr Wallace, who seems to 
have risen through energy 
and ability rather than the 
old school tie, should be just 
the man to nfekh conver- 
gence work for C&W. 
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OVERVIEW by Jo ia Shillingford 


This is Convergence - but not as originally envisaged 


_. s ^ ave slowed progress towards the original vision of converged industries - that is, Large C convergence. But so-called Small c convergence is all around us 

Stace the early 1990s. the 
traditional view of conver- 


gence has been that industry 
“ties between computers, 
communications and content 
would blur or disappear. 
Mesa-companies would be 
created that crossed indus- 
tries. Routine tasks would go 
online- But is this really hap- 
pening? 

“What we call Large C 
convergence has not evolved 
as quickly as, or in the way, 
originally anticipated," says 
New York-based Tom Pike, 
global managing partner for 
Andersen Consulting's com- 
muni cations- high tech sec- 
tor. He believes there are 
several structural barriers to 
Convergence that were pre- 
dictable but skipped by the 
pundits: 

• Consumer behaviour is 
hard to change; 

• Deregulation is distract- 
ing companies; 

V Traditional businesses 
have been doing nicely; and 

• Replacing existing tech- 
nology takes time. 

“Consumers consume 3,400 
hours of media a year on 
planes, in cars, at home, and 
on the way to work," says 
Mr Pike. “That meets a lot of 
needs around our lifestyles." 
For example, most people 
turn on the TV to "watch 
the shows they always 
watch" or to “relax," accord- 
ing to ratings by Arbrtron 
which provides audience rat- 
ings for television shows. 

Veronis Suhler (a leading 
media research firm) just 
this year estimated that only 
1-5 per cent of media con- 
sumption by 2002 would be 
online. Mr Pike says: “We 
need to either add more time 
to our media consumption 
- which surveys tell us is 
not happening - or replace 
one medium with something 
else. We have to be careful 
not to take early adopters 
and draw linear growth 
curves. 

“Consumers' habits are 
hard to change and require a 
real value proposition. When 
we introduce a new medium 
like the Internet, it takes us 
years of trial and error to 
fully understand it" 

It - also takes time and 
money to replace what Mr 
Pike caDs^ the complexJ'eco- v 
system” that has been built 
over many years. This 
includes phone lines In 
homes, on telephone poles, 
legacy computer systems, 
and many other items. 
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Then there is the matter of 
public policy. Recent and 
continuing changes such as 
deregulation, the World 
Trade Organisation agree- 
ments. the Telecom Act of 
1996, bandwidth auctions, 
and digital TV are reshaping 
traditional competitive envi- 
ronments - requiring execu- 
tive actions to retain share 
and cope with new vulnera- 
bilities and opportunities. 
These changes require big 
outlays of capital and new 
programmes just to continue 
to compete in the traditional 
industries. 

“Consider the case for 
Broadcast TV." says Mr 
Pike. "Share is falling, but 
the number of viewers is 
growing (due mainly to 
changing demographics;. 
There are more advertising 
dollars chasing important 
time slots land] the net 
result is advertising revenue 
is up and broadcasters had a 
great year." 

Taken together, these 
trends have slowed the move 
to the original vision of con- 
verged industries - that is. 
Large C convergence. 

On the other han d, conver- 
gence also describes a whole 
variety of technology-driven 
changes: the movement from 
analogue to digital networks: 
the emergence of satellite 
radio to compete with broad- 
cast; wireless competition 
with landlines: PCs versus 
TVs. Andersen Consulting 
calls this “small c conver- 
gence". 

“Small c convergence is all 

around US and changing the 
competitive landscape,” says 
Mr Pike. “In some segments, 
this is a big deal. If you are 
Lucent and Cisco, you are 
suddenly head-to-head com- 
petitors, fighting to sustain 
growth targets and valua- 
tions. Supporting the move 
to Internet Protocol (IP) net- 
works is a big market oppor- 
tunity. Responding to small 
c convergence is crucial far 
many businesses.” 

A new digital value chain 
Is emerging where there 
used to be separate value 
chains for each industry. 
This new value chain, and 
the positioning within it, is 
very important. “Providers 
are already staking out their 
positions,” according to Mr 
Pike. “For example, AT&T 
has spun oil NCR and 
Lucent to focus on voice and 
data transmission. They 
have purchased IBM's data 
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network, and outsourced 

same information technol- 
ogy (IT) to IBM. They have 
bought the pipes of Telecom- 
munications Inc., spinning 
off the content busi- 
ness - Liberty Media. 

Various game plans may 
emerge. One is a scale game. 
In the (data) transport busi- 
ness, for example, being able 
to provide high quality band- 
width on demand at a rea- 
sonable price will require 
size. 

The other game is the cus- 
tomer and service. "Context" 
(for example, the software 
and services that connect 
end-user and Internet appli- 
ance) and appliance provid- 
ers are well positioned to 
develop relationships with 
the customer, potentially 
locking out companies fur- 
ther up the value chain. 

Andersen Consulting's ini- 
tial research suggests that 
there are three stages to con- 
vergence. 

Stage I convergence - The 
Promise in Andersen's terms 
- where convergence hap- 
pens between market seg- 
ments within a sector such 
as telecoms (for example, 
cellular, paging, cable. Inter- 
net access, long distance, 
and local). This type of con- 



NTL launched Its TV -Internet service In January, aimed specifically at primary schools and parents 


verge nee has developed rap- 
idly and created new com- 
petitive entrants to seg- 
ments, as well as spurring 
growth across the segments. 

In this stage, companies 
are still unsure about how 
the future will evolve. For 
larger companies, the impact 
of decisions they take is 
unlikely to affect near-term 
revenues. The wrong strate- 


gic choices would, however, 
undermine their ability to 
stake a claim for a place in 
the digital future. Stage I 
convergence Includes IF 
voice, fixed-mobile, Internet 
devices and network PCs. 

Stage n convergence, or 
The Clash of the Titans, 
occurs when the structural 
barriers between Industry 
sectors start to disappear. 


For example, convergence 
between the computing and 
communications sectors 
might involve an application 
where both the processing 
power and software resident 
in a device is dependent 
upon the network architec- 
ture for interactivity and 
transport. 

An example would be the 
widespread use of Java-en- 


abled third-generation 
mobile handsets which draw 
content and Interactivity 
from the Internet, for which 
there are now trials around 
the world. 

“This stage marks the 
much-heralded clash 
between industry giants for 
positioning within the value 
chain," says Mr Pike. “Con- 
sumers start to benefit as 
competition reduces prices 
and new services create 
more efficient and pleasur- 
able use of time. New ser- 
vices could include a single 
global phone number, or one 
monthly financial statement 
available on the Internet 
showing all credits and deb- 
its, hence, no more bills.” 

During Stage l conver- 
gence. investors get rich by 
investing in companies with 
apparent growth potential. 
By stage H. financial mar- 
kets stop rewarding organi- 
sations based on their prom- 
ises, but instead demand 
results. 

Stage III convergence, 
e Utopia, involves the devel- 
opment of applications that 
require key success factors 
from communications, con- 
tent and computing. At this 
stage, traditional industry 
definitions are no longer 


appropriate. Vertical integra- 
tion takes place either 

through acquisition or by 
developing virtual networks 
of companies. Few examples 
of true Stage in convergence 
have emerged thus far. 

But when they do. who 
will be the winners and los- 
ers? In the long term, large 
incumbents must demon- 
strate their ability to com- 
pete with fast-moving new 
entrants, and new entrants 
must rapidly gain scale to be 
competitive in the long term. 

Customer intimacy and/or 
scale will be a prerequisite 
for commercial success. Cur- 
rent merger and acquisition 
models will come under pres- 
sure in the search for 
increased and demonstrable 
value. Success depends on 
the mastery of these and 
other capabilities. 

“Convergence has been 
discussed now for several 
years,” says Mr Pike. “It is 
happening, but not exactly 
as expected. In the short 
term, it is about low-level 
integration of technologies 
or the migration to new 
ones. In the long term, a new 
value chain is emerging and 
companies that want to last 
must carve out a place 
within it." 
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INTERNET SERVICE PROVIDERS by Christoph er Price 


REGULATION by Joia Shillingford 



DIGITAL BROADCASTING by Susanna Voyle 

Christmas sales will 
put industry in picture 

The year is a key period and Christmas is seen as a ‘crunch 
time’ because it will indicate demand for digital TV services 


The development of digital 
television represents the 
broadcasting industry's 
response to convergence 
between television, the per- 
sonal computer and telecom- 
munications. But digital tele- 
vision is one of the key 
themes for the telecoms sec- 
tor. 

Digital television is simply 
an improved method of 
transmitting television pic- 
tures. Picture quality Is 
improved with clearer recep- 
tion, wider pictures and CD- 
quality sound. And because 
digital signals - unlike the 
old analogue waves - can be 
compressed, a number of 
channels can be broadcast in 
the spectrum used by one 
analogue channel. 

While most telecoms oper- 
ators have been dipping 
their toes in the digital 
water to a greater or lesser 
extent, this year Is seen by 
many as a key period. 

The first digital TV service 
in the UK was launched by 
BSkyB on satellite In Octo- 
ber last year. The On-digital 
terrestrial service, a joint 
venture between broadcast- 
ers Carlton and Granada, 
became available in Novem- 
ber. But by the end of this 
year, digital TV on cable is 
expected - and the Christ- 
mas sales period is widely 
regarded as a crunch time 
because it will provide a 
good picture of consumer 
demand for digital TV ser- 
vices. 

According to estimates 
from Forrester Research, the 
US-based IT consultancy, 
more than half the homes in 
the UK France and Sweden 
mil go digital by 2005 - and 
analogue transmissions mil 
be turned off in 15-20 years. 
The potential market is 
huge. The group estimates 
that 94 per cent of house- 
holds in continental Europe 
have television sets -and 
many homes have two. 

Forrester says Europe has 
made an early start, thanks 
to innovative operators, 


common standards and gov- 
ernment support. 

Hie involvement of tele- 
coms companies differs. 
Some, such as Nokia and 
Motorola, have become 
involved in the manufacture 
of set-top boxes which sup- 
ply digital television without 
the need to change the set 
and extend the possibility of 
Internet access through tele- 
vision sets. 

Forrester estimates that 
digital set-top box produc- 
tion is set to grow at a com- 
pound annual growth rate of 
40.8 per cent between 1997 

and 2002 and expects them to 
be the dominant method for 
receiving digital broadcasts 
over the next five years. 

Set-top boxes give low-cost 
access while digital televi- 
sion sets are likely to remain 
considerably more expensive 
than current analogue sets 
for some time to come. 

Nokia has linked up with 
German digital channel Pre- 
mier for which it is the sole 
supplier. Meanwhile Moto- 
rola has produced a “one for 
all" set-top box which it 
claims gets around the prob- 
lem of restricted consumer 
choice. Most boxes give 
access to either satellite, ter- 
restrial or cable services so 
viewers wanting to gain 
access to all three would 
need all three boxes. The 
Motorola “Streamaster" 
allows all three technologies 
plus applications such as 
digital video discs, 3-D 
games, web access, videocon- 
ferencing and interactive 
television. 

However, many industry 
observers believe that in the 
long-term cable could be the 
ultimate beneficiary of digi- 
tal TV. For consumers, hard- 
ware risk through a cable 
subscription is minimal and 
combined pay-TV and tele- 
phony packages have 
become increasingly popular 
over time. 

Analysts at investment 
bank ABN-Amro say that if 
the cable sector Is able to 


develop an attractive pack- 
age of products and improve 
its marketing efforts ft wifi 
be able to capitalise on these 
natural advantages. Added 
to this, the greater band- 
width available makes cable 
technology superior to other 
digital mediums for the 
delivery of interactive ser- 
vices. 

However, Forrester points 
out that cable companies 
will have to be quick on the 
uptake or risk losing out. 
With vertically integrated 
platform operators such as 
BSkyB in the UK and C anal - 
plus in France controlling 
contents, platforms and cus- 
tomers, pnre-play operators 
and pnre-play content pro- 
viders will be forced to 
develop new strategies. 

Forrester says cable 
monopolies will come to an 
end. No regional operators 
wifi be safe from digital sat- 
ellite and digital terrestrial 
competition. To keep cus- 
tomers they will have to 
bundle television, telephony 
and internet access and it 
cites UK group Cable and 
Wireless as one which has 
successfully followed this 
model. 

In the UK there are cur- 
rently 12m homes with 
cable. Cable groups carry 
pay-TV services on their net- 
works with BSkyB a leading 
provider. The cable compa- 
nies are, therefore, both cus- 
tomers of, and competitors 
to, BSkyB. 

UK cable companies have 
historically viewed pay-TV 
primarily as a means of driv- 
ing the growth of telephony 
subscribers which are far 
more profitable. In France, it 
is the opposite way round, 
with telephony the first use 
for cable and television sold 
on the back of it. 

Now cable companies are 
to a position where they can 
capitalise on their technolog- 
ical edge - something that 
should offset the competitive 
disadvantage of being the 
last into the UK market. 


Free links force a re-think Is it time to consider a 


among fee-based ISPs 

Telecoms groups have their eyes on electronic commerce and advertising revenues, 
but first they must overcome some challenges 


The stock price of British 
Telecommunications soared 
last month when Britain's 
biggest telecoms group 
turned in its third-quarter 
results. 

Yet it was not the better- 
than -expected figures that 
impressed investors. Rather 
it was the rapid growth of its 
Internet revenues which 
won applause. At a stroke it 
seemed, BT, once perceived 
as a monolith in the East- 
growing telecoms market, 
had won its Internet spurs. 

The episode was proof, 
should any telecoms execu- 
tive need convincing, of the 
influence of the Internet on 
investors. It was also evi- 
dence of the rapid rise of the 
UK Internet market - and 
BTs part in it 

While rising Internet traf- 
fic may be benefiting BTs 
bottom line, it is the prise of 
value-added services, such as 
electronic commerce and 
advertising revenues, which 
the company and other tele- 
coms groups are eyeing. 

Internet service provision 
is the most obvious route to 
this, but the UK ISP market 
is presenting some difficult 
challenges to participants. 

Last month, BT decided to 
re-brand its BT Click Inter- 
net service as a free ISP. The 
move was in response to the 
phenomenal success of the 
Dixons electrical retail 
group's Freese rve free Inter- 
net service. Freeserve has 
attracted more than a mil- 
lion users in the five months 
since its launch. 


Its popularity is forcing a 
rethink among many of the 
300 ISPs in the UK most of 
which rely on a monthly 
subscription fee for the hulk 
of their revenue s. 

Tesco, for example, has 
scrapped its £7.99 monthly 
fee and will offer free Inter- 
net access. Virgin Net has 
done the same with its £11.99 
monthly charge. BT Click, 
which was charging a higher 
call rate, is lowering charges 
to local call rates in line 
with other operators. 

Internet Technology 
Group, the UK's largest inde- 
pendent ISP, has also bowed 
to the changing market con- 
ditions. It intends to launch 
a free consumer service. “I'm 
not King Canute.'* says Laur- 
ence Blackall, chairman. 
“We have to respond to the 
market." However, many 
other subscription-based 
ISPs appear determined to 
stick to their business mod- 
els. This relies on the provi- 
sion of additional services, 
such as community sites, 
chat rooms, shopping, news 
and sport, in order to justify 
a monthly fee. 

Frank Keeling, marketing 
director of America Online 
UK, Britain's second-biggest 
ISP, believes his members 
will continue to pay for the 
AoL service. “We offer our 
subscribers an integrated on- 
line solution. We are a pre- 
mium service aimed at con- 
sumers who are not experi- 
enced Internet users.” 

AoL members pay between 
£4.95 and £16,95 a month. 


David Farniss, marketing 
director of Demon, the 
fourth-largest ISP, agrees 
with this analysis. "We offer 
a more comprehensive ser- 
vice than the free ISPs. They 
have had no impact on our 
business 

However, most analysts 
see a less-than-rosy future 
for the paid-for ISPs. Nick 
Gibson at Durlacher, the 
investment bank, says that 
differentiation will become 
an increasingly important 
issue if charges are to be 
sustained. Already, smaller 
ISPs are keen to be seen 
offering web site design ser- 
vices and web hosting facili- 
ties. Emphasis Is also being 
put on the business market, 
where a company’s e-mail 
address and quality of ser- 
vice count for more than in 
the consumer market. 
“High-speed access, no 
engaged tone and other ser- 
vice Issues are going to be 
prominent.” says Mr Gibson. 

But even in trying to dif- 
ferentiate themselves with 
more services, independent 
ISPs face competition with 
the free services for content. 

Freeserve. for example, 
must deliver sufficient num- 
bers or “eyeballs" to its 
advertisers and e-commerce 
sites. To do this, it must 
mak e its home page, where 
all users start their Internet 
visit, as attractive as possi- 
ble. It is therefore buying in 
content to provide the same 
types of services the estab- 
lished ISPs see as differen- 
tiating themselves, such as 


sports, games and financial 
services. 

John Clare, chief executive 
of Dixons, believes other 
ISPs will have to follow 
Freeserve ‘s lead. “Paid-for 
ISPs are going to have to 
remodel their - businesses. 
There may be some niche 
players who will offer val- 
ue-added services where a 
monthly charge might be 
sustained. But the mass mar- 
ket gateway to the Internet 
will be free." 

Philip Lakelin of Analysis, 
the Cambridge-based consul- 
tancy and the author of a 
recent report on the ISP 
market, sees independent 
ISPs increasingly under 
pressure from two sides. 

“On the network side, 
incumbent telecoms opera- 
tors that were initially slow 
to wake up to the Internet 
are now competing bard, 
using their economies of 
scale to achieve low opera- 
tional cost and leveraging 
their brand names to offer 
access alongside the tele- 
coms services they already 
supplF- 

“On the services side, com- 
panies such as AoL and 
Yahoo! are redefining them- 
selves as portals and shifting 
the main source of revenue 
generation in the residential 
sector away from basic 
access towards content-re- 
lated services." 

The result, according to 
Mr Lakelin. is that “the inde- 
pendent ISPs may find their 
position in the value chain 
rapidly dissolving.” 


more simple structure? 

Two into one will go - or wifi it? industry experts argue the case for a single regulator 

- and for opening debate about the future of the regulatory authority 

mally and 


“Telecoms and broadcasting 
regulation needs to be sim- 
plified,” according to Rich- 
ard Lister, a partner at Lon- 
don law firm Berwin 
Leighton. He says: “At pres- 
ent, there's a problem for 
people who want to provide 
content over a variety erf dif- 
ferent infrastructures, such 
as fixed, wireless and broad- 
cast networks. 

“In the worst case sce- 
nario, they could have to 
apply for 17 licences, which 
is expensive and time con- 
suming. This could discour- 
age UK companies from 
developing innovative ser- 
vices, or discourage non-UK 
companies from investing 
here." 

It could also be a problem 
for telecoms operators (tel- 
cos) wanting to buy up bun- 
dles of minutes on different 
services (fixed and mobile, 
for example) and re-sell 
them. One of the difficulties 
is that it is not always clear 
which regulator will be 
responsible for determining 
a particular issue. So compa- 
nies trying to do something 
new do not always know 
who to lobby. 

Mr Lister believes busi- 
nesses should be able to 
apply for one general author- 
isation to provide their ser- 
vice. He does not think it 
matters whether that 
authorisation is adminis- 
tered by several different 
regulatory bodies, so long as 
the applicant has one per- 
son - a sort of account man- 
ager - to deal with. This per- 


son could then liaise with 
the different regulatory bod- 
ies. 

Mr Lister says: “My clients 
want one licence, one licence 
fee and one set of rules. The 

legal framework behind tele- 

corns and broadcasting 
needs to be overhauled 
because it is too focused on 
the system used for trans- 
mission when this is becom- 
ing increasingly irrelevant 
The UK has been a leader in 
telecoms deregulation and 
hcenstng. But it should not 
be allowed to fall behind." 

Phil Kirby, director of pub- 
lic policy at cable TV and 
telephony company NTL, 
t hinks government should 
be opening up the debate 
about regulation now. He 
says: “It is likely to take 
around three years to get 
parliament to change the 
law. So unless it starts 
reviewing the issue now, by 
the time any changes are 
made, the regulatory regime 
could already have begun to 
limit the scope for innova- 
tive services." 

Nick Ins ley. a senior man- 
ager of Arthur D. Little's 
Time Practice, (Telecommu- 
nications, IT, Media and 
Electronics), says: "It is 
becoming increasingly diffi- 
cult to draw a dividing line 
between telecommunications 
and broadcasting. In the US, 
telecoms and broadcasting 
already come under a com- 
mon regulator: the Federal 
Communications Commis- 
sion. 

“As margins in telecom- 
munications are being 
reduced through competi- 
tion." says Mr Insley. “and 
as the basic transport of bits 
of information becomes com- 
moditised, operators are 
looking to add more value to 
their services by moving 
into the provision of enter- 
tainment and information 
services." 

He points out that tele- 
coms networks, both fixed 
and mobile, are becoming 
technically jnpable of pro- 
pading^broadrast-type ser- 
vices. In particular, the 
old-fashioned copper wires 
in most incumbent telecoms 
operators' networks can now 
use technologies such as 
Asymmetric Digital Sub- 


Phfl Kirby: thinks government 
should ba opening up the 
debate about regulation now 

scriber Line (ADSL) to carry 
high-capacity video services. 
The next generation of 
mobile telephones will also 
be able to offer video con- 
tent 

The Internet, too, is help- 
ing to blur the boundaries 
between telecoms and broad- 
casting as it becomes able to 
deliver real-time audio and 
vldeo-on- demand - and as 
"push" technologies that 
send content to specific indi- 
viduals mature. 

Mr Insly says: “The devel- 
opment of on-demand ser- 
vices is creating a new cate- 
gory of services that, while 
they are not specifically 
broadcast (sent to multiple 
viewers simultaneously), are 
very close. So having sepa- 
rate regulators could lead to 
inconsistencies and ineffi- 
ciencies in regulation." 

David Edmonds, director- 
general of UK telecoms regu- 
lator Oftel, says: “The ques- 
tion of a single regulator is a 
matter for ministers and 
government. When Oftel 
gave its evidence to the 
House of Commons earlier 
this year - in its response to 
the government’s Green 
Paper on convergence last 
summer, we said that 
'arrangements on the ground 
are working quite effec- 
tively*." 

Mr Edmonds believes that 
it is preferable for the group 
of three - the Independent 
Television Commission 
(TTC). the Office of Fair 
Trading (OFT) and Oftel (the 
Office of Telecommunica- 
tions) to work together for- 


infonnal- 
ly- “rather than to dig in 
and discuss the issue of a 
single regulator at a time 
when technology la changing 
so fast" 

He says: “My priority is 
regulating telecoms and 
making sure the telecoms 
market operates in an effec- 
tive way. I also have other 
priorities, for example condi- 
tional access to digital televi- 
sion. I have to ensure that 
[the availability! of set-top 
boras [for digital TV] is fair 
to the consumer. The tech- 
nology [behind digital TV] to 
a degree mirrors telephony." 

His view is that “you don't 
necessarily need a single 
regulator to regulate across 
boundaries. For example, the 
group of three meet to 
review issues like interoper- 
ability and the bundling of 
cable television and tele- 
phony." 

However, he says: “In our 
Green Paper response, we 
did put the case for dividing 
off economic regulation and 
content regulation. An eco- 
nomic regulator could do all 
the thing s we do - such as 
using well-judged economic 
techniques, creating hypoth- 
eses and so on - for the con- 
verging digital technologies 
and telephony. Content 
could be put into another 
body. There could be two 
[regulators] or a single body 
with two departments. But 
at the end of the day, can 
someone show me what’s 
currently dropping through 
the holes? 

“Technology is changing 
so fast, with Sky Digital. 
OnDigital, free Internet ser- 
vices like Dixon's Freeserve, 
data overtaking voice, that 
Td rather just get on with 
my job. The UK is a decade 
ahead of many other coun- 
tries [on telecoms regula- 
tion]; some countries have 
only just got regulators." 

Will there ever be a single 
regulator for UK telecoms 
and broadcasting? “If there 
is, I suspect that we’re 
looking at several years off,” 
says Mr Edmonds. “Minis- 
ters will have to take a view 
at some stage. The last Sec- 
retary of State saw the UK 
becoming the ‘digital labora- 
tory of Europe’.” 
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A very clear picture of its role and 
well-placed to exploit its position 


While BSkyB will remain focused on the entertainment sector, it has also begun 
offering discounted telephone services 

erf 1 l h &C * ° r entertainment, transmitting about some of the recent and satellite TV wf 

very cl^pictSe ^ hiS 3 ?* ““• addrtions t0 BSkyB ’ s Memory Is being 

□raanLutinn-B dtshes, cable and digital services. vary simple marke 


organisation's place in the 
world: “We are not a cable 
company focused on 
telephony. We are a TV 
company focused on 
entertainment." 

The Et.4bn BSkyB. 40 per 
cent owned by News 
International, the media 
group owned by Rupert 
Murdoch, offers its UK 
subscribers 175 channels of 


broadcast. 

it claims a presence in 7m 
households in the British 
Isles. Mr West puts this 
figure into an impressive 
demographic context- “One 
in three children in the UK 
live in a Sky home." 

With this background, 
BSkyB is well-placed to 
exploit its position. But Mr 
West is surprisingly shy 


^ NATIVE VIEW by Michael Dempsey 

Rift between 
the vision and 
the reality 

Not all companies are convinced that the 
timetable for convergence is realistic - let 
alone the original concept 


As the worlds of telecoms 
and IT move closer together 
and the lines between telcos 
(telecoms operators) and 
computer companies blur, 
j convergence sounds less and 
less like a buzzword and 
more and more like an idea 
whose time has come. 

But there is a growing rift 
between the vision of homes 
wired to the Internet via 
telephone keypad controls 
and the familiar device of a 
TV screen, and the emerging 
reality of different technolo- 
gies co-exlsting. Some of the 
companies on the leading 
edge of this process are re- 
defining convergence to fit 
their experience of the real 
market 

OpenTV is a US set-top 
box software company 
employing 125 staff world- 
wide. It provides the com- 
puter programmes that sit 
inside the equipment that 
UK BSkyB subscribers use 
to tune in to their subscrip- 
tion channel. When French 
digital TV broadcast channel 
Television Par Satellite 
(TPS) launched an interac- 
tive service for its 450.000 
^subscribers in 1997, TPS 
Jpsed OpenTV to devise the 
technology that underpins 
its service. 

With a vested Interest in 
expanding these services, 
OpenTV would seem to be 
leader in the world of con- 
vergence. But Jan Steen- 
kemp, chief executive of 
OpenTV, has grave doubts 
about the way convergence 
has been promoted: "TV is 
about entertainment. But 
when people talk about the 
Internet they talk about 
information." 

For Mr Steenkemp, inter- 
active services of the type 
his company supports at 
TPS are used to enhance the 
familiar experience of watch- 
ing TV. And it is the famil- 
iarity of TV as a medium 
tha t guarantees the success 
of the new wave of interac- 
tive services. 

Mr Steenkemp agrees that 
Internet services such as 
electronic commerce will 
eventually be delivered via 
the TV. But he thinks that 
the timetable for this revolu- 
tion is wildly optimistic. For 
the Internet to become truly 
popular there is still a formi- 
dable telecoms infrastruc- 
ture problem to be over- 
come. 

“When I hook up my PC to 
the Internet I find the trans- 
action takes time. That is 
because in most instances 
you still can’t get fibre optic 
lines. For at least the next 
five years, people will stOi be 
accessing external services 
via copper wire.” 

The reality of telecoms 
infrastructure beneath the 
city streets lacks glamour, 
hut it strikes at the heart of 
the argument for any rapid 
convergence of TV with IT 
services. Mr Steenkemp 
Sieves that the digital TV 
} revolution will outpace 
attempts to converge thfier- 
ent services on. one focal 
point, the TV set. 

The technology tnai. 
OpenTV uses is developing 
in parallel to the fibre optic 
backbone that will encour- 
age mass use of electronic 
commerce. For Mr Steen- 
hemp, convergence is a word 
that can be applied to 
organisation's expansion ot 
TV services. But there are 
practical limits to what con- 
sumers want and can use. 


He says: “We don't have 
an argument with the Inter- 
net. It’s just that when you 
speak to a TV audience you 
communicate in a different 
way." 

The growth in users of 
interactive and pay per view 
services is phenomenal. “We 
have 1 . 8 m set-top boxes out 
there - we expect to have 
5.5m by the end of this 
year." This rapid expansion 
will keep TV ahead of rival 
mediums. “If you have Sim 
to spend on advertising, 
where do you place the 
money? With a TV station or 
on the Internet? There is no 
real question: TV will 
always win the -business." - 
Mr Steenkemp points to 
the popularity of teletext ser- 
vices in the UK as an exam- 





Jan Steenkemp: grave doubts 
about the woy convergence has 
been prom o ted 

pie of how the TV set can be 
used to deliver other ser- 
vices. Holidays are sold via 
teletext, and this points the 
way for OpenTV’ s idea of 
future interactive commerce. 

"A viewer will use the 
remote control to get infor- 
mation on a football team, 
see the background on indi- 
vidual team members, then 
order a team shirt over our 
interactive service because 
the team has just scored a 
goal." 

Ben T immo ns is director 
of global market develop- 
ment at the £l.3bn mobile 
telephones arm of Cable & 
Wireless. He believes in the 
convergence of telecoms 
with other high-tech ser- 
vices, but only for a small 
proportion of bis customers. 

“Our fixed and mobile net- 
works can join up, but the 
question is. what are you 
giving the customers with 
this convergence? There is i 
no point hammering 
together parts of a network. 
O nly 10 - 15 per cent of our 
customers will need these 
new services over the next 
five years, and those ser- 
vices will be delivered to a 
niche in the marketplace." 

Mr Timmons echoes Mr 
Steenkemp's belief that the 
TV set gnd the computer are 
very different delivery mech- 
anisms. 

“There are some consumer 
goods, such as the TV set 
and the stereo system, that 
people like to have in sepa- 
rate places. The PC is one of 
these things.” 

C&W is maintaining links 
with companies such as IBM, 
Intel, Nokia, Toshiba and 
Ericsson in the Bluetooth 
consortium, where research 
into short-range radio trans- 
missions is aimed at integ- 
rating pieces of equipment 
such as computers, mobile 
and cordless phone hand- 
sets. But for Mr Timmons 
the key is to produce appli- 
cations “that are meaningful 
and saleable." 


about some of the recent 
additions to BSkyB's 
services. 

Skydial allows BSkyB 
subscribers to make 
discounted phone calls by 
hitting a four-number prefix. 
The discounts for a frequent 
caller can wipe out the cost 
of renting a phone line, so 
BSkyB has the sales 
incentive of offering free line 
rental to those ot its viewers 
who spend a lot of time on 
the phone. 

BSkyB has an impressive 
track record in racing ahead 
of other operators in the 
deregulated UK TV market. 
But the move into telephony 
is described in very frank 
terms by Mr West “Other 
cable companies were 
approaching our customers 
to tty and win them over. 

We felt we had to offer 
something extra." 

The convergence of cable 


and satellite TV with 
telephony Is being driven by 
very simple market 
pressures. Mr West admits 
that Skydial is not being 
pushed aggressively by his 
sales representatives. This is 
partly a reflection of 
BSkyB's dominant position 
in the UK pay TV market. But 
the effort involved In 
diversifying into telecoms 
was not enormous. 

The scale of telecoms 
reselling businesses in the 
UK meant that BSkyB had 
no huge technical challenge 
to overcome. Indeed the 
business options presented 
themselves when BSkyB 
moved from the original 
BT- based service to the 
current arrangement in 1996. 
“We work with a reseller it's 
an obvious set-up," says Mr 
West 

BSkyB was not in the 
business of starting out as a 



BSkyB digital suite: 175 channels of entertainment 


telecoms operator. “We 
weren't going to go around 
digging up the roads.” 

BSkyB went to telecoms 
reseller Broad Systems for 
its telephone capacity. The 
idea was to keep the 
company's commercial 
vision locked firmly onto the 
main prize, the UK 
entertainment market This 
theory drives BSkyB’s 
attitude towards the 
convergence of different 
media. 

"We have a very different 
view from other cable 
companies on the issue of 
convergence, " says Mr 
West “The PC and the TV 
set will not merge, not for a 
very long time. In the eyes 
of most people we are in a 
separate market from 


telecoms and IT companies 
and that separate market is 
called entertainment” 

For Mr West and BSkyB, 
Skydial is a way to exploit 
telecoms to leverage the 
profile of a successful 
product But it does not 
open the door to a variety of 
non-entertainment services. 
And the much-heralded next 
step in the marriage of the 
Internet and consumer 
electronics, the merged PC 
and TV set, is a non-starter. 

“Internet companies such 
as AoL can’t add anything to 
the TV and people don’t 
want to watch a movie on 
their PC." 

BSkyB does have a very 
open mind to the 
commercial potential of new 
services that will emerge out 


of telecoms. IT and 
consumer electronics. But it 
intends to approach these 
services in a very disciplined 
way. it has Invested in a 
collaborative venture called 
Open, a joint project with 
BT, Panasonic and HSBC 
bank. “The idea," Mr West 
explains, “is to deliver 
interactive services to the TV 
as a part of BSkyB’s digital 
services." Home shopping 
means that HSBC has a part 
in managing transactions. 

BT has a 32.5 per cent stake 
in Open as has BSkyB. 

Mr West thinks the 
existing BSkyB Infrastructure 
can be exploited to offer 
new services via a TV 
remote control. One thing is 
very clear. “It will not look 
like the Internet on the TV." 
Once again, Mr West 
underlines the critical view 
an entertainment giant takes 
of Internet optimists: “We 
don't see a family surfing 
the Web together." 

So BSkyB is working with 
technical collaborators on a 
regime that may see the rise 
of interactive advertising, 
viewers responding to a TV 
advert by hitting a button on 
their remote control to go to 
the Open option, reading 
more details of the product 
and registering their interest 
with the advertiser. 

Where does Skydial fit into 
this grand plan? There are 
opportunities to expand the 
telephony service but it has 
to be at the right time,” says 
Mr West. “We can't do 
everything at once." 


For BSkyB, the priority is 
retaining that entertainment 
market. A tie-up with the 
UK's Carphone Warehouse 
allows BSkyB to market a 
mobile phone, offering to its 
customers yet another 
value-added service that 
happens to embrace 
telecoms. But it is not a 
priority. Mr West notes that 
new UK mobile telephony 
licences will become 
available from the end of 
this year. 

“This offers the prospect 
of added capacity, the 
chance to put more 
megabytes of data onto a 
mobile phone." In theory, 
BSkyB could direct its news 
output at the display on 
mobile phones purchased by 
its subscribers who have 
chosen a phone supplier via 
a BSkyB discount scheme. 
But the way this media giant 
thinks, that move should be 
seen purely as an extension 
of its relationship with 
customers whose priority is 
direct-to-home TV and 
pay-per-view movies. 

The single-minded 
determination of BSkyB 
marks a practical and 
hard-headed business case 
against the proponents of a 
mass market of merged 
telecoms and entertainment 
products. Mr West's opinion 
is likely to be repeated as 
more telephony suppliers 
move into new markets only 
to find their scope limited by 
consumer realities. 

Michael Dempsey 



Some of 

the most valuable 
things in life 
are virtually 
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Like the tiny chips in your 
computer, TV and car. 

You may not notice them, 
but they play an indispensable role 
in your life. 

You may not be aware that many of these 
invisible components were developed by 
Mitsubishi Electric. Take, for example, 
the Intelligent CMOS Image Sensor (ICIS) that 
performs some of the same functions as the human eye. • 
It's a key component in the Nintendo Game Boy camera. ' 
Or take our pioneering eRAM chip, 
a system chip that combines large scale memory and 
data-processing functions. ! 

Our eRAMs power a range of other makers' products- including 
notebook PCs, digital cameras, DVDs, and car-navigation systems. : 

Mitsubishi Electric's advanced technology is no secret in its own range of 
products, however. Our cutting-edge advances drive the precision 
DIAMONDTRON™ Naturally Flat CRTs, ‘ 

the stylish and functional Thirty series mobile phones, the versatile TFT LCD monitor, 
and the brilliant, portable LCD projector. ! 


Mitsubishi Electric. Sometimes invisible, 
sometimes high profile, always at the forefront. 






Slim, colourful TFT LCD panel 







A stylish GSM phone, 
MT-35 










DIAMONDTRON™ NF 19-inch monitor 




Bright, multimedia LCD projector 


18.-24.1B99 

ufinCSfi Visit our booths at CeBIT '99. 
UJHIUAutd Stand C32, Half 26 for mobile phones and 
laANNUVtK - Stand A16, Hall 12 for other products. 


▼ MITSUBISHI 
WW ELECTRIC 


To see more examples of Mitsubishi EtectricS innovative products and technologies, please risk our Wfebsite, x www.a*subhtM«*fam 
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IMPACT OF IP TELEPHONY by Christopher Price 


Upheaval is likely to have a profound effect on sector 

All the traditional markets of the telecoms operators will be targeted. But European operators probably have more breathing space than their US cc ^ r ^^ ar ^ 

Last November. British investment from existing of retail and wholesale ser- ' 7 , j — ere Of in/ormarion^ThiS Si Slow c«fr su 


Telecommunications became 
the first of the big European 
telecoms groups to reveal 
that data traffic had over- 
taken voice on its domestic 
network. 

Others will surely follow 
suit in the near future, 
underlining the rapid growth 
of the Internet, electronic 
mail and electronic com- 
merce as a means of commu- 
nications. It is an upheaval 
which will have a profound 
impact on the communica- 
tions industry and poses 
both threats and opportuni- 
ties to established telecoms 
operators. 

The threats are many and 
varied. Data is best transmit- 
ted using Internet Protocol 
packet switching technology. 
TP networks are faster and 
cheaper than conventional 
voice systems, raising the 
prospect of fresh entrants 
into the market, and 
demanding large-scale 


operators if they want to 
compete effectively. 

Moreover, the datacoms 
market differs markedly 
from voice, calling for differ- 
ent applications, marketing, 
and systems as well as tech- 
nology. 

Colin Williams, chief exec- 
utive of Oklahoma-based 
Level 3, one of a new breed 
of long-distance carriers, is 
one of those challenging for 
a share of the emerging mar- 
ket. His Nasdaq-quoted 
group currently has on trial 
two PSDN-quality voice- 
over-IP systems in the US. It 
intends rolling out its first 
full commercial service this 
month. 

“Voice over IP will be 20 
per cent below conventional 
calls - and get cheaper as 
our networks build out." He 
says that companies such as 
Level 3, which is building 
long-distance and city-wide 
networks, will be supphers 


vices. All the traditional 
markets of the telecoms 
operators will be targeted. 

However. European opera- 
tors probably have more 
breathing space than their 
US counterparts. Mr Wil- 
liams believes the European 
market will lag behind the 
US. mainly due to deregu- 
lation happening earlier in 
the American market 
“Europe has protocol prob- 
lems. such as different inter- 
connect rates, and stan- 
dards. But these will all be 
worked out - it's just a ques- 
tion of time." 

He also sees the big tele- 
coms groups suffering in the 
face of the changing market 
conditions. “They do not 
have the incentive in migrat- 
ing their voice traffic to IP, 
so they could begin to lose 
business If they ignore wbat 
is happening." 

Marie Wold, head of Euro- 
pean telecoms and media for 



BB Perron, president of Networks Telephony Corporation which 
launched its global P telephony service in Europe test year, uses 
the NIC Everyttne PC-to-phone at company HO in B Segundo, 
Cafifomla. The service aflows customers to make phone calls from 
thdr computer via NTCs private global internet at low prices to 
a nywhere to the world 


Deloitte Consulting, agrees. 
She says: “IP is faster, 
cheaper and is going to have 
a major impact on the tele- 
coms industry. Those tele- 
coms operators that stand 
still will go back- 
wards - t hing s are moving 
that quickly." 


However, she says that for 
those telecoms groups which 
recognise the challenge of 
IP, the opportunities are 
immense. 

“Telecoms groups are not 
going to be providers of 
voice services in the future, 
they are going to be suppli- 


opens up a wide array 
opportunities for them to 
strike alliances and partner- 
ships with content provid- 
ers.” 

This trend is already in 
evidence: BT, for example, 
has struck agreements with 
the Internet companies 
Yahoo! and Excite. France 
Telecom has been on the 
acquisition trail buying up 
Internet service providers 
both at borne and abroad to 
increase its exposure to the 
new medium. 

Robin Crowtber, head of 
IP services at Cable & Wire- 
less. the UK’s second-biggest 
telecoms group, says it has 
also been pursuing a similar 
strategy. Acquisition of ISPs 
has also been conducted 
while building up a world- 
wide network of ISPs organi- 
cally. 

This has helped the group 
to launch IP services, aimed 
at its large multinational 


tomers to connect to the 
Internet in any of the coun- 
tries they operate via the UK 
company. 

“We see IP as the future 
for our group and industry,” 
says Mr Crowther. “We see 
high-quality city-to-city 
voice over IP service in 
Europe within the next 
year.” 

Thomas Kralzert, a part- 
ner with AT Kearney, the 
management consultants. 

believes there are a number 

of key areas in which tele- 
coms operators can succeed 
in the IP environment: 

• Developing content and 
traffic portals. By leveraging 
their position of network 
dominance, big telecoms 
groups could position them- 
selves as the main gateways 
to the Internet. They could 
then use this position to 
resell goods and services, 
advertising and cyberlinks. 


_ Value-added services, 
such as providing e-com- 
merce solutions, intranets 
and extranets. 

• Hosting services. Mr 
Kraizert suggests exploiting 
outsourcing opportunities in 
the gmaii and medium sized 
enterprise market, such as 
server management and 
application hosting: 

The biggest problem that 
telecoms operators face in 
targeting these areas, be 
says, is thecompetaidan from 
specialist companies. 

“They will exploit first 
mover advantages, work in 
extensive affiances, and con- 
tinuously innovate and 
adapt Each element of the 
value chain will create its 
own separate business logic, 
and will attract specialised 
players” He adds that ser- < 
vice providers and equlp-;£? 
ment vendors will form dose 
collaborations, such as the 
alliance struck between 
Delta 3 and Ericsson. 






CASE STUDY 

TELENOR 


Discovering fresh opportunities 
and making the most of them 


Most traditional telephone 
companies have been slow 
to embrace Internet 
telephony, fearing they might 
lose traffic from their 
traditional switched 
telephone network. But 
Telenor of Norway has no 
such fears because it has 
discovered that Internet 
telephony opens up new 
market opportunities. 

The general decline in 
rates for long-distance and 
international calls in most 
developed markets over 
recent years has diminished 
the original attraction of 
Internet telephony, namely 
cheaper phone calls. The 
business case for this 
product was based on 
offering cheaper calls but 
the market window is 
closing pretty fast," says Ivar 
Plahte, who is in charge of 
Internet telephony activities 
at Telenor Nextel, the 
Internet service provider arm 
of Telenor. 

Nextel has been selling 
prepaid Internet calling cards 
since October last year. The 
cards allow users to place 
international calls over the 
Internet from a standard 
phone with average savings 
of about 20 per cent 
- although to some 
countries the savings reach 
70 per cent. Only a few 
thousand of the cards have 
been sold, however. 

“It’s not really a significant 
number.” Mr Plahte admits. 
The reason lies in the 
significantly poorer call 
quality and the annoying 
delay when a telephone call 
is handled over the Internet . 


Unless the cost savings are 
dramatic, most users seem 
to prefer the traditional 
switched telephone network. 

Telenor Nextel is Norway's 
leading Internet provider with 
a 70 per cent market share 
of the residential dial-up 
market and a 50 per cent 
share of the business 
market. It operates 
independently within the 
Telenor group and Mr Plahte 
says the parent supported 
Nextei's moves into Internet 
telephony despite early fears 
that it might “cannibalise" 
Telenor’s traditional 
switched telephony 
business. 

"We have had no political 
problems,” he says. Nextel 
started its first Internet 
telephony trial in February 
1998 with a “captive" market 
of students at the University 
of Oslo who had no cheap 
method of making 
long-distance and 
international cads. The 
project involved installing 
software on PCs that 
allowed the students to 
make calls over the Internet 
using a microphone and 
speaker built into the PC. 

The success of this project 
has convinced Nextel that 
Internet telephony is best 
suited to Internet users and 
last December it launched a 
full commercial service, 
called Interfon PC. 

When they register for the 
Interfon PC service, users 
are allocated a special 
phone number from the 
Norwegian Internet 
telephony number register. 
The number is personal and 


follows users between PCs, 
ensuring mobile users 
greater flexibility. 

Interfon PC can also be 
used abroad combined with 
Nextel Globetrotter, a 
service that gives Telenor 
Internet access in more than 
50 countries. If someone 
calls the number from a 
traditional phone, the 
network knows it is an 
Internet phone number and 
converts the incoming call to 
packets of data that are then 
sent over the Internet to the 
computer the user is 
currently using, wherever 
they may be. 

According to Mr Plahte, 
one of the advantages of the 
service is that while users 
are surfing the Internet at 
home, the system can divert 
calls from their home phone 
number, which will 
presumably be engaged, to 
their Internet address. The 
call can then be handled by 
the PC. 

A message will flash on 
the screen showing that an 
Internet call is incoming and 
this can be answered using 
the PC’s speaker and 
microphone - or a special 
headset that Nextel also 
offers - without the user 
having to terminate the 
Internet session. 

The service has about 600 
customers and the 
subscription is included free 
within Nextei's premium 
Internet access service. 
Telephone calls made over 
the Internet are added to the 
customer's Internet bill. 

Users can access 
Norway's domestic and 


business phone directories 
online and make phone calls 
over the Internet simply by 
clicking on the appropriate 
entry, so saving Interfon 
users with a single phone 
line the need to end their 
Internet session and pick up 
the phone to make the call. 

For domestic calls, the 
costs savings are about 20 
to 30 per cent on Tel error’s 
regular call rates. The 
service is aimed primarily at 
domestic calls because 
Nextel is better able to 
control the quality of the 
service as traffic is handled 
entirely on Nextei's Internet 
Protocol (IP) network. 

The sound quality Is 
reasonable but the delay can 
be off-putting," admits Mr 
Plahte. 

Nextei's IP telephony 
network has the capacity to 
handle 30,000 subscribers or 
3,000 simultaneous calls. 
International calls are routed 
via Delta Three, the 
international IP telephony 
network owned by RSLCom. 
Delta Three’s dedicated IP 
network lets Nextel broaden 
coverage to more than 200 
destinations worldwide. 

Nextel now wants to go 
beyond voice links and allow 
PC users to hold 
videoconferences and 
exchange multimedia using 
its IP network. This is the 
new market opportunity," 
says Mr Plahte. “Internet 
technology is becoming 
more mature, and we are 
beginning to see tomorrow’s 
methods of communication.’ 

Geoff Naim 


EQUIPMENT FOR IP TELEPHONY by Geoff Nairn 


Vendors aim to combine 
the best of both worlds 

A new generation of equipment will combine the reliability of traditional voice-switching 
technology with the innovation of packet-switching technologies for IP networks 


The telecommunications 
equipment industry was 
once neatly divided into two 
camps, with vendors focused 
on either voice or data tech- 
nologies. Not any more. Con- 
vergence is breaking down 
the barriers and the trend is 
most evident in the burgeon- 
ing Internet telephony mar- 
ket 

Traditional voice equip- 
ment suppliers, such as 
Lucent Technologies and 
Ericsson, compete head-on 
with data networking lead- 
ers. including Cisco and 
3Com. In addition, there are 
the start-up companies, such 
as Digi International and 
VocalTec, which pioneered 
the development of Internet 
telephony but now risk 
being overtaken by the big- 
ger suppliers. 

All these vendors are 
working towards the same 
goal: the development of a 
new generation of equip- 
ment that combines the reli- 
ability and robustness of tra- 
ditional voice-switching 
equipment with the cost-ef- 
fectiveness and innovation 
of packet-switching technolo- 
gies for Internet Protocol 
(IP) networks, which include 
the public Internet and cor- 
porate intranets. 

Voice equipment vendors 
face perhaps the greatest 
challenges. If IP telephony 
does become a commercial 
success, thetr decades of 
experience in circuit switch- 
ing equipment may no lon- 
ger count for much. The big 
voice equipment vendors are 
therefore seeking to rapidly 
grow their IP skills and are 
scouring the networking 
industry for suitable acquisi- 


tions. Last December, for 
example. Nokia bought 
Vienna Systems, a small 
C anadian company specialis- 
ing in IP telephony. 

“Time to market is crucial 
to success in this business.” 
says Pekka Ala-Pietilfi. 
Nokia executive rice-presi- 
dent. “Vienna Systems’ 
prominent position in IP 
telephony provides Nokia 
with, additional technical 
expertise and access to lead- 
ing customers in this rapidly 
developing market.” 

The mainstream vendors 
also risk a culture shock 
when they enter the IP tele- 
phony market. Traditionally 
they have competed for a rel- 
atively small customer base 
of established telephone 
companies. But in Internet 
telephony, they suddenly 
find themselves selling to a 
bigger, more diffuse market- 
place that consists of a great 
number of smaller custom- 
ers. 

While several of the large 
traditional phone companies 
are exploring Internet tele- 
phony. the keenest interest 
comes from the new genera- 
tion of smaller upstart carri- 
ers. For example. Crys-Tel 
Telecommunications is a 
new Canadian carrier that 
plans to use the Internet to 
proride cheaper interna- 
tional telecommunications 
services. It recently signed a 
contract with Nokia to use 
its IP telephony prod- 
ucts - fruit of the Vienna 
Systems acquisition - to 
build an international multi- 
media network which will 
ultimately connect more 
than 200 points around the 
world. 


The Nokia IP Telephony 
platform includes call pro- 
cessing software, back office 
technologies, gateways to 
link IP networks to the tradi- 
tional public switched tele- 
phone network (PSTN), 
together with client applica- 
tions and IP derices. 

Ericsson, a traditional 
rival to Nokia in the voice 
equipment market, is also 
hoping to grow its business 
in the burgeoning IP tele- 
phony sector. It has devel- 
oped its IP product range 
internally and its largest 
customer to date is Delta 
Three, a fast-growing US 
company, which claims to 
have the largest network 
dedicated to Internet Proto- 
col (IP) telephony. 

Working with Delta Three. 
Ericsson has developed a 
complete IP telephony sys- 
tem for carriers, comprising 
gateways, software and 
advanced network manage- 
ment capabilities. Ericsson 
is now hoping to sell the sys- 
tem to the new generation of 
IP carriers as well as estab- 
lished telephone companies. 

“Most of the traditional 
voice carriers are interested 
in this major shift towards 
IP." says Erland Lonaeus, 
Ericsson’s managing director 
for IP telephony. “The whole 
network environment is 
becoming more data-oriented 
but it's not something that is 
going to happen overnight 
and there is going to be a 
coexistence between classi- 
cal circuit switching and IP 
telephony.” 

Ericsson stresses that EP 
telephony is no longer just a 
technology for making 
cheaper long-distance calls. 


By including IP gateways on 
their conventional PSTN 
network, telephone compa- 
nies can offer a wide range 
of IP-based services such as 
faxes, videoconferencing and 
application sharing between , 
PC users. 

Telenor, Norway's tradi- 
tional phone company, 
c laims to have been first to 
build such a network, using 
Ericsson technology. 

The data networking 
industry is also keen to 
extend into IP telephony. 
Cisco, the industry leader, 
has developed gateways for 
its routers to handle voice. 
They connect with existing 
telephones, fax machines 
and private exchanges, thus 
making the process of plac- 
ing calls over the IP network 
transparent to users. 

Cisco sees a growth mar- 
ket in Internet service pro- 
viders (ISPs) offering voice 
services to their Internet 
customers. By installing an 
IP telephony gateway on 
their premises, business cus- 
tomers could pass their voice 
traffic directly over the 
Internet 

Analysts believe IP tele- 
phony could find most com- 
mercial potential in 
rate networks. This is 
because the quality of the 
service is easier to control 
on a corporate intranet than 
outside on the public Inter- 
net Nevertheless. IP tele- 
phony has been alow to 
develop in enterprise net- 
works. 

“Shipments of IP tele- 
phony equipment to this sec- 
tor have been very small to 
date." says Durlacher. the 
UK investment house. 





A belief that technology 
can create fine art. 


Why would Kyocera launch a new medium-format camera in 
this age of compacts and digitals? The answer might be found 
in the twinkle of an engineer's eye, knowing that Kyocera 
technology will one day be converted into images and colours. 

At Kyocera, we're driven to find that special point where art 
and technology intersect Where the machine becomes die 
paintbrush. We believe we've found it in the Contax 645. 

It was designed as the ultimate medium-format camera. A microprocessor on board each 
major component — the body, lens and filmback — provides electron-quick internal control to 
go along with its ultra-smooth external controls. And the 645 is not only the first medium- 
format camera from Contax but also the first to feature autofocus lenses. In fact, it's so 
technologically superior that Cari Zeiss created a series of precision lenses exclusively for it 
We don’t expect everyone to understand the technology that Kyocera engineers poured 
Into the Contax 645, but we know that most people appreciate beautiful photographs 

So as long as there's a need for cameras that produce fine art. Kyocera will continue to develop 
products like the 645. 




















FINANCIAL T.\1ES THURSDAY MARCH 19W 






FT TELECOMS-7' Vii05.i R v ISSUES 


vs*r ;’ ■ JkypSlIIiM;: 



■t *• 

»oaa^tai, aB n-?ai -»V. . 


- v *p 

/^3% ■ ?' ; r 



s new networks operation contra in West Drayton, England Global Sentinel, the cable-laying vessel of independent operator Global Crossing 

S UBSE A F IBRE OPTIC CABLING by Geoff Nairn 


New generation challenges club 


Ambitious projects such as Flag are making waves as national markets are liberalised 

A storm is sweeping through demand for international atlantic cable in a joint ven- Flag’s European vice-p re 

tne once calm world of sub- telecoms, driven by the ture with Global Telesys- dent. 

sea cable communications. A emergence of new carriers terns (GTS.), one of the new Global Crossing, a not! 

B S era “f D or Prtvateir- and strong growth in Inter- generation of independent independent operati 

financed cables is challeug- net traffic in many develop- carriers. opened the first private 

ing the cosy club of carriers ing regions. The $Ibn cable, called Flag funded transatlantic cab 

that traditionally ruled the “India has thrown its Atlantic, will be able to Atlantic Crossing, in M 

industry and stimulating Internet market open to carry voice, data and video 1998. ft also stresses the b< 
competition in international competition and demand is traffic at speeds of up to one efits of city-to-city acc« 
voire and data traffic. growing fast.” says Andrew terabit (I.GG-I gigabits! a sec- and is now' building a terr 

The most ambitious cable Evans, Flag Telecom's ond and should enter service trial system to extend t 

project realised to date is vice-president of strategy. by the end of 2000. The cable submarine cable to Europ 

Flag, short for "fibre link Unlike the traditional con- system uses dense wave divi- leading cities. This terr 

around the globe", which sortium-built cables, whose sion multiplexing COW'D Mi trial cable. European Cro 
started service in late 1997. construction could only start to “piggyback" multiple ing, should begin operati 
Privately financed to the when sufficient carriers had light beams on each optical before the end of 1999. 
tune of $1.5bn. Flag stretches agreed to participate. Flag fibre and so boost capacity. “We have to give our c 
for 27,000km from the UK to was funded by pre-selling GTS aims to become one of tomers the most cost-eff 
Japan and has 11 landing capacity to anyone who the largest cross-border oper- tive solution by offering ci 
points in southern Europe, wanted it, including Internet a tors in Europe following its to-etty access," says Ja 
the Middle East, India and service providers, new earn- merger with Esprit Telecom Scanlon, chief executive 
south-east Asia. ers and traditional telephone and already owns an exten- Global Crossing. 

“Flag broke the mould of companies. sive terrestrial network The company, which 

the consortium-based cable “We were the first com- through its Hermes Europe quoted on Nasdaq, h 

Industry," says lan Parker, pany to go out and solicit Railtel subsidiary, which has funded its cables through 
business development man- commitments from custom- laid optical fibre along mixture of equity and df 
ager at NTL. the UK carrier, ers." says Edward McCor- Europe's railways. rather than adopting Flaj 

NTL recently opened its own mack, chief financial officer The goal is to link this ter- approach of pre-selli 
independently financed at Flag Telecom. The com- restrial network direct to capacity. Global Crossi 
cable. Sirius, to link the UK pany says it has SO custom- Flag Atlantic and so offer b as four more cable p rojet 
to Ireland. ers including 20 of the customers high-capacity in the pipeline: Mid-Atlan 

Flag links Europe direct to world’s top international car- cable access from all big Crossing, Pan-Americ, 
Japan and provide telecoms riers. such as AT&T, BT and European cities to New Crossing and Pacific Cra 
services to regions poorly Cable & Wireless. York, where Flag Atlantic-I ing are subsea cables wb 

served by existing cables. The Flag project was con- lands, without having to use Global Access Limited is 
such as China and the Mid- ceived before the Internet the infrastructure of terrestrial cable linki: 
die East. era and so it misses one of Europe's incumbent carriers. Japan's biggest cities. 

More than half the coun- the fastest-growing markets: “New operators in Europe According to Mr Scanlc 

tries where the Flag cable carrying Internet traffic understand that if they can- all these new cables a 
lands have already liberal- across the Atlantic. To rec- not get access to interna- funded and Global Crossi 
ised. or soon will liberalise, ilfy this, Flag Telecom tional markets on a low cost has firm commitments fix 
their telecoms markets and recently announced plans to basis they cannot compete." the cable manufacturers a, 
this has created a big build a high capacity trans- says Eberbard Plattfaut, cable-laying ships needed 


atlantic cable in a joint ven- 
ture with Global Telesys- 
tems (GTS.), one of the new 
generation of independent 
carriers. 

The SIbn cable, called Flag 
Atlantic, will be able to 
carry voice, data and video 
traffic at speeds of up to one 
terabit <1,02-1 gigabitsj a sec- 
ond and should enter service 
by the end of 2000. The cable 
system uses dense wave divi- 
sion multiplexing CDWDMi 
to “piggyback" multiple 
light beams on each optical 
fibre and so boost capacity. 

GTS aims to become one of 
the largest cross-border oper- 
ators in Europe following its 
merger with Esprit Telecom 
and already owns an exten- 
sive terrestrial network 
through its Hermes Europe 
Railtel subsidiary, which has 
laid optical fibre along 
Europe's railways. 

The goal is to link this ter- 
restrial network direct to 
Flag Atlantic and so offer 
customers high-capacity 
cable access from all big 
European cities to New 
York, where Flag Atlantic-1 
lands, without having to use 
the infrastructure of 
Europe’s incumbent carriers. 

“New operators in Europe 
understand that if they can- 
not get access to interna- 
tional markets on a low cost 
basis they cannot compete." 
says Eberbard Plattfaut, 


Flag’s European vice-presi- 
dent. 

Global Crossing, another 
independent operator, 
opened the first privately- 
funded transatlantic cable, 
Atlantic Crossing, in May 
1998. ft also stresses the ben- 
efits of city-to-city access 
and is now' building a terres- 
trial system to extend the 
submarine cable to Europe’s 
leading cities. This terres- 
trial cable, European Cross- 
ing, should begin operating 
before the end of 1999. 

“We have to give our cus- 
tomers the most cost-effec- 
tive solution by offering city- 
to-city access," says Jack 
Scanlon, chief executive of 
Global Crossing. 

The company, which is 
quoted on Nasdaq, has 
funded its cables through a 
mixture of equity and debt 
rather than adopting Flag's 
approach of pre-selling 
capacity. Global Crossing 
has four more cable projects 
in the pipeline: Mid-Atlantic 
Crossing, Pan-American 
Crossing and Pacific Cross- 
ing are subsea cables while 
Global Access Limited is a 
terrestrial cable linking 
Japan's biggest cities. 

According to Mr Scanlon. 
all these new cables are 
funded and Global Crossing 
has firm commitments from 
the cable manufacturers and 
cable-laying ships needed to 


complete its network by the 
end of 2000. It will then be 
65,000km long and provide 
access to 100 of the world s 
largest cities. 

By far the most ambitious 
new cable is Project Oxygen, 
the brainchild of Neil 
Tagare. 37. who previously 
worked on the design of 
Flag. The cable will stretch 
158.000km around the globe 
and link 78 countries by 
2003. 

Project Oxygen is designed 
to satisfy the predicted 
explosion in Internet traffic 
worldwide. Using the latest 
DWDM technology, the mini- 
mum capacity of the cable 
will be 1.28 terabits a second, 
which is more than the com- 
bined bandwidth of all trans- 
atlantic cables currently 
operating, according to Flag. 
“We will offer true band- 
width on demand on a tera- 
bit basis," says Mr Tagare. 

Oxygen, with an estimated 
cost of $10bn. is certainly 
ambitious but it faces sev- 
eral hurdles. There is no 
spare capacity on existing 
cable-laying ships so Mr 
Tagare plans to build his 
own fleet of 23 ships. But the 
biggest challenge is finan- 
cial. Although he claims 
Slbn in firm commitments, 
there is still much fund-rais- 
ing to be done before Mr 
Tagare’s dream can be real- 
ised. 


SHAREWARE by Christopher Price 


Give-away PCs may 
herald fresh initiatives 

New realities could lead to fundamental alterations in the 
communications value chain and a new market structure 


News that one Californian 
company is offering a free 
personal computer to any 
taker seems to have taken 
the concept of building busi- 
ness through the free distri- 
bution of products to a new 
extreme. 

Yet the business model of 
Free-pc.com does not differ 
that markedly from similar 
offers that bave gone before. 

The company hands over 
the computer - a Compaq PC 
and tree Internet access ser- 
vice - for which the recipi- 
ent must agree to use the 
machine for a minimum 
time each month. During 
use. the customer must put 
up with advertising which 
the company decides is most 
appropriate for the user's 
profile. By building a big 
enough market. Free-pc.com 
believes it will be able to 
bring in sufficient advertis- 
ing revenues to recoup the 
investment in computers. 

It is a strategy most 
famously employed by Net- 
scape. the US Internet group, 
which began to distribute its 
browser products free when 
faced with the threat of 
Microsoft including its rival 
browser in its software, ft is 
also a policy employed by 
many Internet start-ups. 

Now. with the telecommu- 
nications market facing fun- 
damental change, the pros- 
pect of telecoms operators 
needing to re-examine their 
business strategies raises the 
prospect of other “share- 
ware" initiatives. 

“Telecoms operators are 
going to have to address big 
changes to their markets 
and moving into areas where 
they will have to loss-lead to 
gain market position is an 
obvious option," says an 
analyst at one of the leading 
US investment banks. 

One area already seeing 
this development is the 
Internet sendee prorider 
(ISP) market. In the UK, 
Freeserve, owned by the Dix- 
ons electrical retail chain, 
has taken the market by 
storm with its subscription- 


free Internet service^ 

ft has also prompted other 
ISPs, which rely heavily on a 
monthly subscription for 
their revenues, to move to 
the same model as Frees- 
erve. In as many weeks, 
three of the leading ISPs 
have moved from paid-for 
services to offering a free 
ISP. 

By building market share 
quickly, Freeserve aims to 
leverage its position with 
advertisers, sponsors and 
electronic commerce ven- 
dors. It is a strategy which 
seems to be bearing fruit: 
the company revealed last 
month that it was bringing 
forward the break-even date 


Coming months 
are likely to see 
the battle for 
users intensify 


for Freeserve from Novem- 
ber to April. 

However, the dangers in 
tbe shareware strategy are 
rapidly becoming apparent. 
Freeserve believes it can 
keep its users - and there- 
fore the “eyeballs” for adver- 
tisers - by adding content to 
its web site in the form of 
entertainment, information, 
shopping and news sendees. 

However, with tbe rest of 
the ISP market moving 
towards the Freeserve 
model, the finite advertising, 
sponsorship and e-commerce 
revenues are likely to be 
squeezed. In addition, the 
cost of content is likely to be 
pushed up by the competi- 
tion. 

Freeserve is obviously in 
the stranger position. But 
the coming months are 
likely to see the battle for 
users intensify markedly 
against the telecoms opera- 
tors which covet this partic- 
ular market space. The win- 
ners will undoubtedly be 
consumers with lower 


prices, and the losers are 
likely w be the hinrdler LSPs. 

The attention the telecoms 
groups are paying to tbe 
Internet reflects the impor- 
tance they attach to the 
medium id the future of 
communications. 

This is particularly so 
given the massive growth in 
data traffic, due mainly to 
the Internet, and the advent 
of Internet Protocol net- 
works replacing conven- 
tional networks owned by 
the telecoms operators. 

This fundamental change 
is forcing telecoms operators 
to look at developing ser- 
vices such as data manage- 
ment. systems operation, 
electronic commerce facili- 
ties and Internet access. Call 
centres are another example 
of a new emerging market 
segment which established 
operators are well placed to 
exploit. 

“Telecoms operators bave 
so far excelled in the busi- 
ness of reliable voice trans- 
port." says Kamel Maamna, 
consultant with AT Kearney, 
the management consul- 
tancy. "In the future, they 
win have to play the new 
game of applications, IP and 
computers." 

He continues: "Traditional 
players will not be driven 
out of business as they have 
the customer base and the 
financial muscle. However, 
the new realities will lead to 
a new alignment of the right 
competencies, consolidations 
and fundamental alterations 
in the communications value 
chain that will lead to a new 
market structure that would 
bear little resemblance with 
the current market land- 
scape." 

These trends are already 
being seen in the ISP mar- 
ket. Most of the big Euro- 
pean telecoms operators 
have been active in acquir- 
ing independent ISPs. “It is & 
way of getting closer to the 
customers of the future," 
says Robin Crowther, head 
of IP sendees for Cable & 
Wireless. 
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TELECOMS RESELLERS by Michael Dempsey 


Fall in computer prices 
spurs fresh competition 

Innovations such as voice over the Internet can help a reseller stay ahead 


The liberalisation of 
European telecoms started 
in the UK, and that market 
has proved a boomtown for 
small and large outfits buy- 
ing up telephone ttme from 
established providers and 
reselling it on to personal 
and corporate users at a 
competitive rate. 

The telecoms reselling 
business appears challeng- 
ing. Competition is intense, 
and unto very recently the 
national PITs called all of 
the shots. But the plummet- 
ing price of computer hard- 
ware has allowed medium- 
sized enterprises to set up 
signal processing units with- 
out suffering prohibitive 
costs. 

The digital switches that 
dominate hardware spending 
in the telecoms industry are 
just computers dedicated to 
handling phone and data 
traffic. But as the price of 
incredibly complex proces- 
sors has dived over the past 
decade from milli ons of dol- 
lars to tens of thousands of 
dollars, enterprising compa- 
nies have ventured Into this 
market without incurring 
massive financial risk. 

Alpha Telecom is a pri- 
vately-owned UK-based 
reseller that started business 
in November 1996. Stuart 
Eve. managing director of 
the £28m company, says he 
and the fellow founding 
directors “saw an opportu- 
nity to get into an industry 
that looked very interest- 
ing." 

The initial outlay for 
switches, resembling desk- 
top PCs but configured for a 
very specific telecoms pur- 
pose, was about £200,000. "It 
did cost a lot more than that 
to get up and running." Mr 
Eve adds. “You need a lot of 
software to offer good cus- 
tomer service." 

Rapid growth is character- 
istic of the telecoms sector, 
but the nature of switching 
technology is that it can be 
expanded for as long as the 
operator is willing to pay for 
increased capacity. Alpha 
Telecom was upgrading the 



Stuart Eve: 'saw an opportunity 
to get into an industry that 
looked very Interesting' 

first switches within two 
months of opening for busi- 
ness. 

One communications 
medium causing a great deal 
of excitement is voice over 
the Internet. The principle is 
simple. Messages written on 
a computer keyboard pass 
through the Internet charged 
at the price of a local phone 
call, so why not extend the 
benefits to human voice 
calls? 

The quality of these calls 
is still very mixed, which is 
why Alpha only offers Inter- 
net calls to four areas: Aus- 
tralia, Hong Kong. South 
Africa and Japan. 

Innovation is one way a 
reseller can stay ahead of 
the relentless price pressure 
that characterises retail 
phone services. Ease of 
access to rival services keen 
to undercut one another 
means that companies such 
as Alpha have to move fast 
to exploit ever) r opportunity 
to differentiate their prod- 
uct. 

“Prices are coming down 
the whole time." says Mr 
Eve, “Voice over the Internet 
gives us a temporary' price 
advantage but it might last 
only six months. The gap 
between the retail price and 
the wholesale price for 
phone time is always getting 
narrower." 

Alpha started off from a 
comparatively modest base 


in the UK. Primus Telecoms 
kicked off in the US In 1994 
and Is now a global 
long-distance calls company 
owning and operating its 
network and gateways com- 
plete with stretches of fibre 
optic cable. 

At one end of the scale. 
Primus’ residential custom- 
ers can be members of eth- 
nic groups who need an 
affordable transcontinental 
connection to family and 
friends. But It also serves 
multinationals, integrating 
voice and data communica- 
tions for organisations such 
as Bayer, BMW and Sea- 
gram, 

John Melick, Primus' 
vice-president for interna- 
tional business development, 
is based In Virginia. He 
claims that the control Pri- 
mus exercises over the net- 
work allows it to offer 
improved quality over 
s mall er resellers that merely 
buy and sell airtime. 

Given the generally high 
quality of international voice 
communications, this is a 
fairly controversial view. 
But Mr Melick argues his 
corner. “If we are sending 
calls between the US and 
Australia, we own both ends 
of the network. So we do 
have more control over the 
gateways at either end. Tra- 
ditionally, this is not the 
case for companies that rely 
on larger telcos as partners 
in the reselling business." 

How did Primus make its 
entry into this crowded mar- 
ket? “It took a lot of money," 
says Mr Melick. The decision 
to take the plunge into sell- 
ing telecoms time was "very 
daunting." 

“What was involved was 
an understanding of deregu- 
lation trends in global net- 
works." 

Primus has raised more 
than $600m to date. The com 
pany has yet to return a 
profit, but is currently turn- 
ing over $500m and is expec- 
ted to become profitable in 
the fourth quarter of 2000. 
according to Mr Melick. 

Messenger Communica- 


tions Network (MCN) is a 
Butch company that resells 
call minutes, typically allow- 
ing advertising campaigns to 
offer freephone calls to pro- 
spective customers. Bob 
Dombkowski. chief operating 
officer, says: “We sell by the 
minute, supporting val- 
ue-added services such as 
p re-paid phonecards. Our fin- 
ished product is wholesale 
minutes that we can sell to a 
reseller." 

In a world where a profit 
can be made through the 
slimmest of margins, MCN 
represents a new kind of 
reseller, sitting between tele- 
coms carriers and more 
recognisable high street pho- 
netime resellers. Mr Domb- 
kowski describes MCN as 
“small by design", with 19 
staff and a turnover of £15m. 
But like the much larger Pri- 
mus, it has found software 
to be a big headache. Call- 
billing software is notori- 
ously complicated and 
expensive. 

Mr Melick of Primus says 
80 per cent of the company's 
seed capital went into hard- 
ware and software, including 
a transoceanic billing sys- 
tem. Developing its own soft- 
ware is not an easy option 
but. he says, “there are parts 
of the system we want to 
manage ourselves." 

MCN uses a Dutch sister 
company. Melo Systems, to 
write most of its programs. 

There is a lack of afford- 
able off-the-shelf software 
products in the reselling 
arena, and this forces up the 
entry fee for the new tele- 
coms operators club. Mr 
Dombkowski is also chair- 
man of the European Com- 
petitive Telecoms Associa- 
tion (Ecta). 

The number of new 
entrants into Ecta's area 
suggests the market may 
become saturated. But Mr 
Dombkowski denies there is 
any danger of this. 

“We are barely scratching 
the surface in terms of what 
is going to come. Reselling is 
only 3Ci per cent of what it 
will be. if that." 
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When you're tied up, you capt 
always reach the phone. That’s why 
the GOTO is ecmptetely hands-free. 

Its advanced microphone is incredtoly 
sensitive. Just switch on the powerful 
internal speaker, and you can 
speak across the world without using 
your hands. 

Add the latest Dual Band technology 
tor even greater foreign coverage... 
targe, aasy-to-read displays... easy 
access to a host of advanced 
features^, a silent vibration -alert - 
and you can see why the GD70 is 
ttje choice of high flyers all over 
the world. 

for mare Information on 
the complete range of 
f - Panasonic Mobile Phones 

call UK 0500 40 40 41 . 


i r-V 
h: 




Hans Snook believes that within 10 years 90 per cent of voice and 
data communications win be on mobHe networks 


Nokia Communicator in Finland, the number of mobile subscribe** 
recently overtook that of fixed network users 


FIXED-MOBILE CONVERGENCE by George Black 


Promise of a ‘wire-free 
future’ heralds progress 

In future, people may have several phones. Fixed networks could be used mainly for 
video links and entertainment, while voice and data traffic would be on mobile networks 




The long-expected 
convergence of fixed and 
mobile networks has started 
to become obvious in the UK 
with an aggressive market- 
ing campaign by Orange. 

Introducing a new “Every- 
day" tariff of 50 pence a day 
for 20 minutes of off-peak 
calls, the network operator 
is trying to persuade people 
to replace the use of a fixed 
network with its own mobile 
service It proclaims a vision 
of a "wire-free future”, 
declaring it is “time to say 
goodbye to your BT phone". 

David Dowe. senior consul- 
tant at Analyses, forecasts 
that substitution of mobile 
for fixed telecommunications 
will take place in the next 
five years on a significant 
scale. 

Charges for mobile calls 
have been falling rapidly, be 
notes. The average business 
subscriber to mobile services 
in the UK has seen his 
charges fall by 13 per cenr a 
year for the past eight years. 

Although mobile calls are 
at present still at least twice 
as expensive on average as 
fixed network calls, the gap 
is narrowing and does not 
need to narrow much more 
for many people to prefer 
mobile for sheer conve- 
nience. 

In Finland, home of the 
leading handset manufac- 
turer. Nokia, the country 
where mobile service has 
been most keenly adopted, 
the number of mobile sub- 
scribers recently overtook 
that of fixed network users. 

In the UK. as in some 
other developed countries, 
market penetration of 
mobile phones is expected to 
reach 50 per cent in about 
2004. Hans Snook, chief exec- 
utive of Orange, believes 
that within 10 years 90 per 


cent of voice and data com- 
munications will be on 
mobile networks. 

People will have several 
phones - fixed and mobile 
- and the networks will 
identify which is in current 
use. he forecasts. Fixed net- 
works will be retained 
m ainl y for video links and 
entertainment, while most 
voice and data traffic will be 
on mobile networks. 

Next -generation digital 
mobile communications, 
superseding GSM (Groupe 
Specials Mobile, or interna- 
tional standard mobile) 
phones, are expected to be 
almost as robust as fixed 
lines. General Packet Radio 
Service iGPRSi technology , 
by moving GSM from circuit- 
switching to packet-switch- 
ing of data, will soon 
increase network capacity 
considerably. 

In three or four years, wid- 
eband mobiie networks 
could deliver data at up to 
two megabits per second - as 
fast as ADSL t Asymmetric 
Digital Subscriber Line) on 
fixed lines. • 

But fixed network opera- 
tors reply that the growing 
penetration and power of 
mobile networks does not 
equate to mass abandon- 
ment of fixed lines. They say 
they will be able to hold on 
to their traditional business 
for a long time. 

“A combination of fixed 
ana mobile will be cheaper 
to run for a business than 
mobile on its own." says 
Michael Reilly, a general 
manager at Cellnet. BT's 
mobile aim. 

Convergence of fixed and 
mobile services not only 
gives mobile networks the 
initiative in the marketplace, 
but also raises users' expec- 
tations of more integrated 


services. What they might 
like would be one phone ser- 
vice. one phone number 
reachable anywhere, and one 
bill for fixed and mobile 
calls. But these wishes may 
not come true, at least as far 
as the mas*; market is con- 
cerned, for several years. 

Fixed network operators 
have high hopes of DECT 
(digital cordless) phones as a 
way of extending their net- 
works and overcoming regu- 
lations against merging with 
a mobile operator. Thus they 
could provide a single ser- 
vice. preventing customers 
from defecting to mobile 
systems. 

But DECT phones, though 
they have proved useful in 
single sites such as super- 
markets and factories, do 
not appear robust enough to 
cover whole cities and are 
very expensive to support. 

Combined DECT and GSM 
phones have so far failed to 
deliver a fully integrated 
technology. And GSM on its 
own does not look capable of 
providing a total service. 

It can be supported in spe- 
cially wired buildings, but 
there are not enough such 
buildings to make it ubiqui- 
tous. 

In remote areas where it 
does not reach there will 
still be a need for fixed lines. 

Some operators such as 
Tele Danmark have tried to 
boost mobile service in place 
of fixed network service by 
offering cheap tariffs in the 
area around the home, but 
this approach does not seem 
to have been successful so 
far. possibly because of vary- 
ing cell sizes. 

A single supplier does not 
seem likely in the near 
future, for complex techni- 
cal. commercial and regula- 
tory reasons. Only one com- 


pany - the Viag Interkom 
group, comprising Viag of 
Germany, the UK's BT and 
Norway's Telenor - plans to 
build an integrated fixed-mo- 
bile network from scratch. 
Other operators think they 
can meet market require- 
ments by extending or 
upgrading existing net- 
works. either alone or with 
partners. 

Moves towards providing a 
single supplier have begun 
with a number of cross-sell- 
ing alliances. Under such 
agreements, one partner 
offers the fixed and the other 
the mobile element (Scottish 
Telecom partners with Mar- 
tin Dawes Co mmuni cations. 
Vodafone with Energis and 
Racal, Orange with NTL and 
Telewest.) 

These alliances have the 
makings of a single service 
and single billing system, 
but for most users that still 
looks a long way off. Single 
billing presents big problems 
for combining vendors 
which often have incompati- 
ble systems. 

Given that mobile service 
operators such as Orange 
are starting to become more 
aggressive in their strategy 
of seeking to replace fixed 
networks, such partnerships 
could prove unstable and 
short-lived. 

Number portability is still 
not generally available 
between fixed and mobile 
networks and only to a lim- 
ited extent between fixed 
networks. Regulatory 
changes and commercial 
developments are needed to 
achieve full portability, 
which could take several 
more years. 

Convergence is happening, 
certainly, but it may not 
solve many users’ problems 
in the near future. 
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Fixed and mobile 
deal cuts cost of 
international calls 
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Mobile Phones 


Monocon International 
Refractories, a steel 
consumables manufacturer 
based in Doncaster, 

England, first became a 
customer of international 
calls specialist ACG 
Telecom, owned by AT&T, to 
make savings on British 
Telecommunications call 
rates. So when UK-based 
ACC introduced discounted 
mobile phone tariffs earlier 
this year, it became one of 
the first mobile customers. 

Richard Podmore, 
Monocon systems manager, 
says: “We get around a 10 
per cent discount on calls to 
ACC mobiles. Our call 
volumes with ACC are also 
twice what they were before 
we started to use them for 
mobile telephony. So we 
qualify for better volume 
discounts." For example, 
after 12 months of fixed and 
mobile use, Monocon will 
get month 13 free. 

“This is worth £2,000 to us 
because we spend about 
£1,000 a month on fixed 
telephony and about £1 .000 
on mobiles," says Mr 
Podmore. Although the 
mobile service is bought 
from ACC, it is provided by 
UK cellular operator Cellnet. 

"It is much more 
convenient to get a bill from 
one telecoms supplier, 


instead of lots of little bills 
from three or four telecoms 
providers, “ adds Mr 
Podmore. The bills are 
written in a way that is easy 
to understand. We’ve opted 

for a one-page summary, 
with all the supporting 
Information on a disk. 

“Software from ACC 
enables us to analyse the bill 
and see where the calls are 
being made. On the disk, 
there’s an itemised summary 
of the fine or mobile number 
used, the phone numbers 
called, and the total cost. 

We just dick on the line 
number to get a more 
detailed analysis. 

“For example, we could 
analyse a user’s mobiie and 
fixed-line usage at the same 
time. We could check 
whether office staff are 
spending too long talking to 
colleagues who are on their 
mobiles. Or we could make 
sure we're making the most 
of the discount schemes." 

Monocon, which counts 
British Steel among its 
customers, exports 60 per 
cent of the consumables it 
produces. “We sell all over 
the world," says Mr 
Podmore - to the Americas, 
the Far East, everywhere. 
ACC gives us an extra 
discount on the five 
countries at the top of our 



One of Monacan's customers is British Steel 


list. We spend a lot of time 
calling the US. But if we 
spotted from our bill that we 
were calling Mauritius a lot, 
we could put Mauritius in 
our top five too." 

Some 60 per cent of 
Monocon’s calls are 
international and using ACC 
for fixed and mobile calls 
has cut its monthly bill by a 
quarter. Monocon has also 
spotted from its bill that it is 
not making much use of two 
BT fax lines. Mr Podmore 
plans to get rid of them, 
saving £70 a month on line 
rental alone. 

The company's calls are 
mainly to Its staff abroad, to 
its international agents to 
see how the business is 
doing, or to liaise with 
customers of products Such 
as its metallurgical lance, 
which is like a large straw 
used to blow oxygen or 
argon gas into steel. 

In the near future, 

Monocon plans to give users 
ACC chargecards so that if 
their mobiles fail, they can 
make calls from a payphone 
which will be added to the 
company’s monthly bill. ACC 
chargecard calls cost more 
than an ACC mobile but less 


than a BT Chargecard, 

according to Mr Podmore. 

ACC's network can be 
accessed by prefixing all 
phone numbers dialled with 
the digits *1601'. Monocon’s 
telecoms switch uses least 
cost routing to do this 
automatically. However, in 
its satellite offices in 
Newcastle and Sheffield, it 
uses ACCess 100 phones, 
which are pre-programmed 
with the four-digit code. 

Most business customers 
qualify for free equipment, 
such as autodiallers, to be 
installed by ACC. However, 
smaller customers will either 
have to dial the code 
manually or pay for the 
equipment needed. 

Mr Podmore says he has 
a dedicated ACC account 
manager and has never had 
a problem with the reliability 
of the network. “The bill 
once arrived a week late 
- but I don’t think anybody 
minds about that," he says. 
“Our products are world 
class, but every business 
wants to do that [me bit 
better and keeping costs 
down helps to achieve that. - 

Joia Shillingford 
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200 times faster than traditional modems 
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FIXED-RADIO ACCESS TECHNOLOGY by Richard Handford 


Wireless could be surprise component in the market 


Wireless local loop operators might become stars of the European local telecoms market 


Using radio links to deliver 
local traffic to fixed tele- 
phones has never really 
taken off in the UK and 
other western European 
countries but 1999 could be 
the year when it happens. 

Fixed-radio access could 
enjoy a rebirth not as a 
means or delivering tradi- 
tional telephone calls but as 
a way for the neglected resi- 
dential and small business 
market to participate In 
broadband services, such as 
high-speed Internet access. 

Wireless local loop opera- 
tors (another name for fixed- 
radio access operators) are 
likely to see opportunities 
opening across Europe so 
that they can steal a march 
on two groups of competitors 
in the local market, the 
incumbent carriers such as 
BT, Deutsche Telekom and 
France Telecom, and cable 
television operators. 

Ensuring that ordinary cit- 
izens as well as large corpo- 
rations gain access to the 
benefit of broadband ser- 
vices is an issue of increas- 
ing concern to national gov- 
ernments across Europe as 
well as the European Com- 
mission. 

In the UK, the government 
is ser to make proposals [or 
broadband radio services 
with a consultation docu- 
ment by the Radioco mm uni- 
rations Agency set for publi- 
cation this month. 

The UK government has 
licensed nine radio operators 
with a mixed record. The 
most notorious was Ionica 
which, despite technical 
problems that fazed the City 
of London and sent it tum- 
bling into administration, 
did succeed in attracting 
more than 60.000 customers. 


making it probably the most 
successful radio-access oper- 
ator in Europe. 

But only now are any of 
the existing wireless opera- 
tors looking at offering 
broadband services. 

First was Tele2 which 
launched last summer in 
parts of the Thames Valley 
and now has mom than 1.000 
users, attracted by services 

with speeds of up to 384 

Kbit/sec -six times faster 
than the 56 Kbit/sec avail- 
able to a BT customer who 
attaches a modem to a nor- 
mal telephone line, or three 
times quicker than the 128 


Tele2, owned by 
international 
operator Millicom, 
aims to cover 60 
per cent of the 
UK population 
by 2003 

Kbtt/sec for the more extrav- 
agant customer who signs 
up for an ISDN (integrated 
services digital network) ser- 
vice. 

This extra transmission 
speed will make it much fas- 
ter for a customer to access 
the Internet. 

Tele2, which is owned by 
international cellular opera- 
tor Millicom. aims to cover 
60 per cent of the UK popula- 
tion by 2003. so it might take 
a while to arrive on most 
customers' doorsteps. 

The second operator likely 
to offer such a service is 


Atlantic Telecom, currently 
offering wireless telephony 
services in parts of Scotland, 
which last month announced 
plans for a trial in July fol- 
lowed by a commercial 
launch before the end of the 
year of a service with 
planned data speeds of over 

3Mbit/sec. 

Again, this will be another 
high-speed competitor to BT. 

Wireless operators which 
enter the market as soon as 
possible have a window of 
opportunity before BT real- 
ises its plans later this year 
to offer asymmetric digital 
subscriber line (ADSLV-based 
services, which enable .nor- 
mal local lines to behave as 
if they are digitised and offer 
speeds up to 2 Mbit/sec. 

However, BT is unlikely to 
make ADSL-based services 
available commercially until 
the middle of this year and 
then probably only in Lon- 
don and possibly Birming- 
ham. 

Oftel hopes to see rivals to 
BT given access to its ADSL 
network to proride competi- 
tive broadband services but 
any rival Is dependent on 
how BT chooses to roll out 
its ADSL network. Wireless 
operators are not limited in 
this way. 

Aside from BT. the other 
competition for wireless 
operators comes from cable 
television operators which 
currently offer the limited 56 
Kbit/sec but will be capable 
of providing up to 256 Kbit; 
sec speeds when cable 
modems are launched in 
some parts of the UK later 
this year. 

More wireless operators 
might also see the 
possibilities of the UK 
market. At least one leading 


US operator, Winstar, is 
following developments in 
the UK and other European 
countries. 

Winstar offers wireless 
local loop services in the US 
where it has revenues of 
$3Q0m and a market 
capitalisation on Nasdaq of 
$2bn. 

Through * a related 
company called Landover 
Wireless, an approach has 
already been made to the UK 
government about a licence 
for high bandwidth services. 

There are signs that other 
west European governments 
are also looking at radio to 


In France, 
experimental 
licences have 
been issued to 
companies which 
have been 
conducting trials 


deliver competitive 
broadband services to 
residential customers. 

In France, between 10 and 
15 experimental licences 
have been issued to 
companies which have been 
conducting trials in various 
French cities since 
November last year. 

One of the main points of 
these trials is to examine 
how to use broadband over 
radio waves. These trials 
will continue until tbe end 
of the year after which the 
Autorite de Regulation des 
Telecommunications, tbe 


country's telecoms 
regulator, will make a 
decision about how to 
proceed. 

The German government 
was due to award a n umb er 
of broadband wireless local 
loop licences at the start of 
this month which will 
enable the winners to offer 
services with speeds up to 2 
Mbit/sec in competition with 
incumbent Deutsche 
Telekom. 

This process started last 
summer when the 
government split the 

country into 430 regions and 
in each established whether 
radio spectrum . was 
available for wireless 
services. 

By the autu mn aD these 
areas had been checked and 
the government opened a 
consul ration process to 
which it received a 

better-then-expected 2.300 
responses. 

At the start of this month, 
the government was 
scheduled to issue licences 
to those companies which 
expressed sole interest in a 
particular region. 

In cases where more than 
one company has expressed 
interest in a region, the 
government plans to offer a 
contest, possibly an auction, 
to decide who gets the 
licence. 

All these possible openings 
could make wireless 
technology the surprise 
component in the broadband 
market and its main 
operators could become the 
surprise stars of the 
European local telecoms 
market. 

The author is the deputy 
editor of FT Telecom 
Markets. 



Graham Duncan, executive chairman of AUaitic Telecom, which plans broadband services trials n Jidy 


INTERNET2 by Geoff Naim __ __ 

First projects have 
finally got airborne 

There is a growing realisation that the longer-term focus of 
Intemet2 is vital to create the technological foundation for the 
Internet’s development in the next millennium 



First we connected all of Singapore to help create the "intelligent island." Then, as their hub 
provider of choice, we connected Citibank, Fujitsu, Hewlett-Packard and other MNCs investing 
wholeheartedly in Asia. Call us now to discover how our business connections can help you.. 
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Connect to the hub of intelligence 


Once the Internet was of 
purely academic interest 
because the network was 
originally designed to serve 
US research institutions and 
universities. Today, how- 
j ever, the Internet has been 
! hijacked by commercial con- 
cerns and scientists com- 
plain they can no longer use 
it for research because of the 
frequent congestion. 

The solution is Internets, a 
higher-speed version of 
today’s Internet designed to 
off-load research -oriented 
traffic from the commercial 
Internet. 

The project was 
announced by President 
Clinton in 1996 and was 
envisaged as a collaborative 
effort involving more than 
130 US research universities 
working with federal 
research agencies and pri- 
vate industry to accelerate 
the next state of Internet 
development in academia. 

The first projects finally 
got airborne last year thanks 
to the sponsorship of leading 
telecommunications and 
computing companies. 

Qwest, the US telecoms 
group, agreed to supply 
Internets with bandwidth on 
its nationwide network 
while Cisco the biggest pro- 
vider of Internet networking 
equipment, and Nortel Net- 
works, tbe C ana dian data 
networking and telecoms 
group, are contributing net- 
work equipment. 

Tbe sponsoring companies 
hope that breakthroughs 
made in tbe research labora- 
tories will lead to new tech- 
nologies that they can then 
sell as commercial products 
and services. 

"These projects will serve 
as cornerstones in tbe effort 
to make truly advanced 
Internet applications a real- 
ity. said John Patrick, 
vice-president of Internet 
technology' at IBM. which 
has committed more than 
$5.6m to support institutions 
participating in Internet. 

It is not just the tradi- 
tional large corporations 
that are supporting Inter- 
net2. Torrent Networking, a 
start-up company specialised 
in high-speed gigabit rout- 
ers. signed up as a corporate 
sponsor last year. 

MCI WorldCom, whose net- 
work handles a large propor- 
tion of today's Internet traf- 
fic. has an obvious interest 


in improving the Internet. It 
recently increased the capac- 
ity of vBNS. a high-perfor- 
mance network used by 
Interned researchers, to 2.5 
gigabits a second on the link 
between San Francisco and 
Los Angeles. Launched in 
1995. vBNS is a backbone 
network connecting 81 insti- 
tutions and four supercom- 
puting centres across the 
US. 

•*vBNS supports the explo- 
ration of advanced applica- 
tions by the research and 
education community, some 
of which may one day 
become commonplace on the 
public Internet," says Vinton 
Cerf. MCI Worldcom's senior 
vice-president for Internet 
technology, who is widely 
known as the “father of the 
Internet" for his pioneering 
research in the 1970s. 

The vBNS network is 
designed to test some of the 
proposed solutions for 
improving tbe Internet and 
ensure they remain still 
effective when they are 
“scaled" up to cope with rap- 
idly growing bandwidth 
demands. 

One of the methods to 
keep traffic manageable is a 
concept called Quality of 
Service (QoS) and this is 
attracting much interest 
from Interned researchers. 
"Internet is being used as a 
test-bed for new technologies 
such as QoS," says Elwyn 
Davies, technical strategy 
manager at Nortel Networks. 
QoS aims to discriminate 
between different “classes” 
of Internet traffic, providing 
better service for those appli- 
cations that really need it_ 

QoS has long been talked 
about but is difficult to 
achieve on today's Internet 
because of the haphazard 
way it has grown. 

There are several compet- 
ing technologies to imple- 
ment QoS. One of the earlier 
suggestions involved a tech- 
nique called Resource Reser- 
vation Protocol fRSVP). in 
which routers “reserve" a 
dedicated path across the 
Internet for traffic that 
needs higher performance. 

RSVP has been found to 
have a number of problems, 
however, according to Mr 
Davies. It requires applica- 
tions, routers and host com- 
puters to all support RSVP 
and today few do. There is 
also the problem of scalabil- 


ity. “Running RSVP on 
today's high-speed links 
would simply overwhelm the 
processing capacity of any 
known router." says Mr 
Davies. 

The Internet Engineering 
Task Force (IETF) has 
recently proposed a different 
way to achieve QoS based on 
“differentiated services”. 
This involves aggregating 
Internet traffic into diff er ent 
traffic classes rather than 
dealing with' individual 
flows. 

The cfagg determines the 
priority given to data on 
each “hop" between routers 
across the Internet 


One such class is. “expe- 
dited delivery’’ and data 
given this classification 
would suffer minimal delay 
on each router hop. This ser- 
vice could be used by an 
Internet telephony applica- 
tion, for example, where it is 
important to minimise the 
time delay to allow uatnjrtr 
conversation. T.V. 

Another class in the HOT 
scheme is “assured forward- 


ing” and for this type of 
date, the delay experienced 
by each packet of data is less 
important- than the guaran- 
tee that the complete stream 
of data arrives at its destina- 
tion. This would be relevant 
to important e-mails or back- 
ing up data over the Inter- 
net 


Mr Davies participates m 
the IETF working group 
designing these differenti- 
ated services but he admits 
they are still some way from 
commercial application. 

“To offer this type of ser- 
vice we are going to need 
new equipment and service 
providers must be able to 
condition and police their 
networks," he says. 

Internet2 has in the past 
attracted critics who ques- 
tion whether a government- 
funded research prog ramme 
is the best forum for address- 
ing issues such as QoS. par- 
ticularly as recent advances 
in Internet technologies 
have overwhelmingly come 
from the private sector. But 
there Is a growing realisa- 
tion that the longer-term . 
focus of Internet is vital to 
fee beyond the commercial 
interests of equipment ven- 
dors and so create the tech- 
nological foundation for the 
Internet's development- in 
the next millennium. 
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Sarah Parkes 



Britain leads the field in 
getting numbers right 

Some numbers are mors cost of potential new busi- Telephone (NWT), Marconi 


ft 


are more 
Important than others. 
While mathematicians have 
always been convinced of 
the truth of this statement, 
it is also starting to take on 
a special significance for 
Europe's telcos (telecoms 
operators) and millions of 
telecoms subscribers who. 
t hank s to new number porta- 
bility regulations, will soon 
have the chance to change 
service provider without the 
in convenience of having to 
chance phone numbers. 

Non-geographica] number 
portability became a reality 
for Britain's telecoms users 
on January l this year. 
Mobile and freephone sub- 
scribers now enjoy the same 
benefits as the UK's fixed- 
line users, who have been 
able to take advantage of 
geographical portability 
since 1996. 

The rest of Europe will 
soon fall in line: under Euro- 
pean Union guidelines, most 
of the 15 CU member, states 
will offer geographical porta- 
bility by the year 2000, with 
mobile and special number 
portability to follow a couple 
of years later. 

As the world’s telecoms 
markets liberalise, portabil- 
ity has come to be seen as 
one of the cornerstones of a 
truly open, competitive 
marketplace. 

For consumers, certainly, 
the ability to change carriers 
without the -penalty of 
changing numbers offers 
enormous potential benefits. 
The cost of changing phone 
□umbers is estimated at 
between £1,000 and £100.000 
fpr business users, depend- 
ing on the size of the opera- 
• - tion. Moreover, that figure 
only reflects the direct 
expenses associated with call 
redirection, new stationery 
and other sundries, not the 


ness lost. 

While residential users do 
not suffer the same financial 
burden, the ability to retain 
an existing number avoids a 
lot of unnecessary time and 
effort informing friends and 
family, not to mention the 
annoyance of missed calls. 
What is more, if the regula- 
tors are right, the ability to 
shop around for the best tar- 
iff and 


Communications is one of 
the few companies which 
can boast solid experience in 
the nascent world af large- 
scale number porting. The 
company installed its GAIN 
all-call query system at the 
Hong Kong operator's bead- 
quarters in 1997, where it is 
used to optimise call routing 
and perform mandatory 


between different telecoms 
services. It is likely opera- 
tors will soon begin offering 
these services too, as a way 
of differentiating themselves 
and gaining a lead over com- 
petitors.” 

One UK user quick to take 
advantage of the new ability 
to port nan-geographical 
numbers is Liverpool-based 
Freephone Taxis. Founded 
by brothers Tim and Chris 


automatic number updates 

. , service package Jordan in 1994, the company 

should greatly stimulate 

Incumbent 


competition in all segments 
of Europe’s flourishing 
€200bn telecoms markets. 

For the average telecoms 
user, taking advantage of 
number portability is as sim- 
ple as choosing a new net- 
work operator and asking for 
the service, which is free. 
Numbers are ported trans- 
parently, without the need 
for any changes in dialling 
procedures, and without any 
degradation of service or 
quality. 

At the operator's end, of 
course, it is a bit more com- 
plex. Carriers face two 
choices: port numbers 

through standard call for- 
warding software, or imple- 
ment an Intelligent Network 
(TN> system. IN is the tech- 
nology of choice for those 
who can afford it. 

‘'Call forwarding is a quick 
and dirty solution which 
works well enough if traffic 
levels are low.” says Ed 
Siegle, a senior consultant 
with specialist telecoms con- 
sultancy Schema. “However, 
once a certain level is 
reached. IN becomes a much 
more efficient routing sys- 
tem. resulting in improved 
network performance and 
lower costs for the operator.” 

Through its delivery of 
number portability solutions 
to early adopters such as BT 
and Hong Kong’s New World 


carriers regard 
number portability 
as one of the 
many cruel facts 
of life in today’s 
environment 


to the Hong Kong regulator's 
master number database. 

"In multi-operator environ- 
ments where there is a lot of 
porting going on, all-call 
query systems keep better 
track of numbers ported 
between other operators 
because they check the 'real* 
number behind every caD,” 
says Jon Howes. Marconi's 
IN product marketing man- 
ager. 

Ericsson, another leading 
IN supplier, believes the 
market for number portabil- 
ity could soon extend into 
new areas. "What we have 
right now is portability 
between operators,” says 
Karl-Erik KalJioniemi, a 
manager in the company's 
Standardisation and Regula- 
tions division. 

“But IN also supports por- 
tability between geographi- 
cal locations, and portability 


has built its business around 
two “gold” freephone num- 
bers which, even more than 
the company’s name, serve 
as its "identity" in the minds 
of customers. 

Being able to port free- 
phone numbers meant the 
company could shop around 
for the best deal: it now 
sources its services from 
Norweb Communications, 
the Manchester-based sub- 
sidiary of United Utilities. 

"The advent of number 
portability gave us tbe 
choice to shop around for a 
more competitive service 
provider. As a result, we've 
been able to enhance our 
complex call-routing plan, 
improve our statistical anal - 
ysis of call patterns and 
make substantial savings on 
the thousands of calls gener- 
ated every day," says Tim 
Jordan, operations manager. 

Incumbent carriers gener- 
ally regard number portabil- 
ity as one of the many cruel 
facts of life in today’s liberal- 
ised environment Not only 
do portability requirements 
oblige them to invest in IN 



In Hong Kong, New Worid Telephone (NWT) gave Marconi Communications solid experience of large-scale number porting 


systems to handle the com- 
plex routing of hundreds of 
thousands of calls, but most 
are pessimistic about the 
effect of the new rules on 
their bottom line. 

“Many of them feel they’re 
basically being asked to 
spend a lot of money to 
allow their customers to be 
taken away,” says Marconi's 
Jon Howes. 

Even for new operators, 
number portability is some- 
thing of a double-edged 
sword. While it gives them a 
greater chance to woo sub- 
scribers away from rivals. 


they also risk seeing their 
own customer base plun- 
dered by competitors. 

This could help explain 
the low key approach to pro- 
moting portability adopted 
by most of the UK’s carriers 
to date. "Those with the big- 
gest advertising budgets, 
like BT. Cable & Wireless 
and Vodafone, also have the 
most to lose from the wide- 
spread uptake of portability 
by consumers,” notes Sche- 
ma’s Ed Siegle. He adds that 
teething troubles with new 
systems installed to meet the 
regulatory deadline of Janu- 


ary 1 might also account for 
the seeming reluctance of 
the UK’s younger mobile 
operators to promote the 
new service. 

Graham Cove, managing 
director of Redstone Telecom 
and chairman of a commit- 
tee of Oftel. the UK telecoms 
regulator, charged with 
examining the commercial 
issues surrounding the port- 
ing of non-geographic num- 
bers, points to another prob- 
lem: 

“While portability of geo- 
graphic numbers across the 
PSTN is fairly straightfor- 


ng 


ward, the more cor 

iffing surrounding-. 

mobile networks corfiput 
the issue. For example, £. 
present there's a substaotlA 
tariff differential between, 
using your mobile to call\ 
someone on the same opera- ' . 
tor's network and making a J 
call to a rival network. 

“But when users can 
change operators at whim 
while keeping the same 
□umber, how do callers 
know what they're really 
being charged? And who 
picks up any additional 
cost?" 
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Freephone Taxis, based in Liverpool, England, was quick to take advantage of the new abffity to port 
non-geographteal numbers - and shop aroimd for the best telecoms deal 
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FT Maps 


The FT is now able to offer the following 
world and industry specific maps for purchase 
in a wallchart or folded format: 

FT International Telecommunications Map 1997 

published in association with Salomon Smith Barney 

FT Global Telecommunications Map 1998 

published in association with Inmarsat 

FT Asia-Pacific Telecommunications Map 1998 

published in association with Telstra 

FT Euroland Map 1998 

published in association with Deutsche Bank 


For further information, please contact: 

Julia Woolley 

Tel: +44 17S7 22841S Fax: +44 1787 227419 
Email: juIia.wooMey@FT.com 

or Tracey Endacott in London 
tel; +44 171 873 4356 Fax: +44 171 873 4862 

Email 1 - tracey-endacott@FT.com 


financial ti mes 

No FT, no comment 


The best way to understand someone is to share the same view. 
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Telecommeree. N«me pays closer attention to. their Customers' needs than France Telecom. 
Take our new e-commerce service. Because we understand that online transaction -security - confidentiality, 
authentication and authorization, from order m delivery - ii your greater concern, we developed Telecommeree. 
Find out more about Telecommeree from France Telecom: wwwfran ceieJecom fr 
You'll find that the oudook for your business has never looked better: 

Let’s build a smarter world France Telecom 
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As part of Lucent Technologies, 

I'm helping to take communications 

in Europe to new heights’.' 

Jan Neuteboom. Manager. Software Development 


I love the feeling of freedom when I fly. It’s like the freedom I have 
at Lucent Technologies to find a better communications solution. 


That's how my team of high-flyers developed a countrywide 
networked messaging system to service all the Netherlands. 
And ifs why Lucent solutions - from voice and data networking to 
internet call center applications and wireless — are transforming 
communications throughout Europe. 

Whatever • the future brings will probably come from Lucent 
Technologies too. After all, over the past 128 years Bell Labs, 
our R&D. division, has developed innovations that include 
the transistor, laser and cellular technology, even the. 
communications satellite.. And eight of our scientists- have been 
awarded the Nobel Prize - a legacy of innovation that continues 
with 3 new patents every working day. 


Who's responsible for this record of 
achievement? Consider that I have 15,000 
colleagues working at Lucent across Europe - 
and more than 140,000 worldwide. .Each of 
us is aiming to make the breakthrough 
that takes communications to a new level. 
That's why I know Lucent will change the 
way you communicate. Get ready for take off! 


Lucent Technologies 

Beif Labs innovations 

Tel: +44 7000 LUCENT 
>44 7000 582 368 
www.Iucenr.com 






We make the things f hat make communications work. 
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